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PRIME COSTS IN THE BUSINESS CYCLE 


The movement of the business cycle affects at every turn a 
variety of cost factors. These changes in the cost situation may 
be enumerated as follows: (1) changes in the relative importance 
of overhead cost per unit of output due to: (a) fluctuations in 
the quantity produced, (0) fluctuations in the price of the product; 
(2) changes in prime costs due to: (a) the varying functional 
efficiency of the different quantities of variable factors which 
may be combined with the fixed factors, (6) the cyclical fluctua- 
tion in the personal efficiency of labor, (c) the employment of 
undesirable labor in periods of labor shortage, (d) the fluctuating 
prices of prime costs. 

The total cost per unit of output is a resuitant of all these 
various cost factors. Let us center our attention first upon the 
degree of utilization of the fixed plant and established organiza- 
tion. The cost per unit of output as far as the overhead expenses 
are concerned varies inversely with the degree of utilization of 
the fixed factors. But with respect to the prime costs (chiefly 
labor and materials) we may have for a time decreasing unit 
cost and finally increasing unit cost. This follows from the 
familiar law of proportionality. It is obvious that the quantity 
of products that can be got out of the fixed factors will vary with 
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the labor force and materials used. This point is well put by 
Pigou who states: 

After a point, many firms will be working beyond the output yielding 
maximum efficiency, and so under conditions of diminishing returns, the 
workmen having to work with too little machine power per workman. ... . 
If we start at a point of great depression it may well be that the change in 
output would be proportionate to the change in labor power, but if we start 
from a point of considerable expansion when the normal firm is already 
employing more men than are really appropriate to its plant, the change in 
output would be much less than proportionate." 


Now there must be a certain application of labor and mate- 
rials? which is the most economical. But it is clear that this 
is not reached at the point 
of diminishing productiv- 
ity, for the cost of the 
fixed plant must also be 








mM ; 

/ taken into account,’ as 
the accompanying dia- 
grams show. 

T In Figure 1 four cost 

: _4® curves are represented. 
fi.” OO’ represents the cost 


per unit of output in terms 
woe? of overhead expenses; 
ie PP’ represents the cost 
‘s{~+-—-..Jy per unit of output in 
~ terms of prime costs; 
ie ~*~ Se MM’ represents the mar- 
Fic. z ginal cost or the added 
cost incurred in order to 
produce the last increment of product; and TT’ represents 
the total unit cost. It is clear that these curves are closely 
interdependent. 77’ represents the summation of OO’ and PP’. 
OO’ continues to fall at a constantly diminishing rate. PP’ falls 
* Pigou, Economics of Welfare, pp. 800, 801. 
*J. M. Clark, “Overhead Costs in Modern Industry,” Journal of Political 
Economy, XXXI (April, 1923), 212-13. 
3F. M. Taylor, Principles of Economics, chap. xi. 



































PRIME COSTS IN THE BUSINESS CYCLE 3 


and then gradually rises. JT’ falls until the rise in PP’ more 
than counterbalances the fall in OO’ at which point TT’ begins 
to turn upward. MM’ intersects PP’ at the point where PP’ is 
the lowest. ‘This necessarily follows from the fact that so long 
as the marginal cost is below the average unit cost in terms of 
the variable factors any addition of labor and materials pulls 
the average cost in terms of the variable factors down. On the 
other hand as soon as the marginal cost reaches the average cost 
any further increase in output due to additional applications of 
labor and materials pulls the average cost in terms of the variable 
factors up. It will also be noticed that MM’ intersects TT’ at 
its lowest point. This necessarily follows from the fact that so 
long as the marginal cost is below the total unit cost each addition 
to output lowers the total unit cost, while if the marginal cost 
exceeds the total unit cost every addition to output increases 
the total unit cost. 

Marginal firms may be expected under the pressure of com- 
petition to expand production to the point of lowest total unit 
cost but no farther. And this lowest unit cost necessarily cor- 
responds to the normal price. The point of lowest unit cost to 
superior firms would, of course, be below the normal price. 
Whether these superior firms will expand production beyond the 
point of their lowest unit cost will depend upon whether or not 
they are in a position to undertake the management of another 
plant. If they have a sufficient amount of available capital and 
if their entrepreneurial capacities are not utilized to the most 
economical extent so that they are in a position to undertake an 
additional plant, it would pay them to carry production in the 
plants already in operation only to the point of lowest unit cost, 
since this would yield the highest rate of profit per unit of product 
sold. But entrepreneurial capacity is itself a limited factor 
and as more and more plants are added the point of diminishing 
returns is sooner or later reached, at which point it will not be 
economical to take on any more plants. When this point is 
reached the largest volume of profits can be made only by 
extending production in the various plants until the marginal 
cost equals the selling price. At this point the total unit cost 
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will be somewhat raised but the higher cost will be more than 
offset by the larger volume of sales. In other words it is clear 
that so long as the marginal cost is below the selling price every 
addition to output will add something to the total volume of 
profits. ‘These points are illustrated in Figure 2. 

Normally, then, marginal entrepreneurs will extend produc- 
tion beyond the point of increasing cost in terms of the variable 
factors to the point of lowest total unit cost, while superior 
entrepreneurs will extend 


























" SUPERIOR FIRMS production beyond the 
soi T Be point of lowest total unit 
= mm: cost to the point at which 
zm marginal cost overtakes 
604 aE 4 the selling price. 

™ 83 , But just as market 
& P. |)" , price rarely corresponds 
S40 aa — +{—|_,_ to normal price, so also 

Oo. ty , o4iP ane ° 
- ’ Me ae the actual utilization of 
‘Ms, —_— the fixed plant rarely cor- 
204 Ms responds to the normal 
a Ni utilization. The degree 
aa ~}~--..19 of utilization fluctuates 
15 20 3045 56 SS 7 ~+«~2C«CWith =the business cycle. 
P goa When the selling prices 


rise above normal, mar- 
ginal entrepreneurs find themselves in the same position in 
which superior entrepreneurs are normally. They, therefore, 
tend to expand production until their marginal cost overtakes 
the new selling price. At this point, however, their total unit 
cost will be considerably below the selling price. We may 
assume that the selling price has gone up to 50. Marginal 
entrepreneurs would then expand production to 60 at which 
point marginal cost equals the selling price, and no additional 
profits could be made by any further extension of production. 
At this point, however, the total unit cost would be less than 42 
(see Fig. 1), leaving a large margin of profit for even marginal 


entrepreneurs. Superior entrepreneurs would likewise tend to 
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extend production until their marginal cost equals the new selling 
price. At this point their total unit cost would in the illustra- 
tive diagram here used (Fig. 2) be less than 39. 

But now other factors affecting costs enter. Increased pro- 
duction all around results: (x) in bidding up the prices of labor 
and materials, (2) in the employment of undesirable and ineffi- 
cient labor, (3) in the decreased efficiency of all labor due to the 
p'entifulness of jobs and 

he consequent careless- 
ness of the workers. The 110 
converse of these move- 
ments takes place when 
production is diminished 9 
in the period of depres- 
sion. Figures 1 and 2 
take no account of these 7° 
factors; they are con- 
cerned only with the law 
of diminishing produc- 5 
tivity and the degree of 
utilization of the fixed 
factors. Figures3and4 3 
illustrate the combined 
effect of all these factors. 
In these diagrams PP’, '0 
MM’, and TT’ rise more 
sharply than in the other 10 20 
diagrams as production 
increases beyond the 
normal point.t' Likewise restricted production results in dimin- 
ished costs. Thus it appears that the points of lowest prime 
cost and lowest total unit cost are considerably lower than desig- 
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t Figures 1 and 2 disregard the dynamics of the business cycle with its fluctua- 
tions in the prices of the variable factors and in labor efficiency. The point is that 
as production is increased or decreased with the swing of the business cycle, not 
only is the functional productivity of the variable factors affected, but also the 
price and efficiency of these factors. Hence the*cost curves rise more sharply in 
Figures 3 and 4 (which account for all factors) than in Figures 1 and 2 (which 
take account only of the law of proportionality.) 
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6 


nated in Figures 1 and 2. “It results that the producers who 
remain in the race during periods of depression can ‘figure’ 
on the basis of prime costs considerably lower than the average 


which prevails in seasons of prosperity. 


4 


In periods of depression how low can manufacturers afford 
to set their selling prices? The necessity of maintaining one’s 
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place in the market might 
imply that there is no 
limit whatever. Losses 
sustained may be con- 
ceived of as necessary 


‘investments in goodwill. 


But from the immediate 
point of view it is clear 
that unless something is 
made over and above 
prime costs the plant 
might as well be closed 
down. 


So an industry may, and 
often does, keep tolerably 
active during a whole year or 
even more, in which very 
little is earned beyond prime 
costs, and the fixed plant has 
“to work for nothing.” But 
when the price falls so low 
that it does not pay for the 
out-of-pocket expenses during 


the year for wages and raw material, for coal and for lighting, etc., then 
the production is likely to come to a sharp stop.? 


Even from the long-run point of view it is probably wiser to do 
so in order not to “spoil the market” with unduly low prices. 
In Figure 4 it will be seen that superior entrepreneurs could 


sell at the price of 30 and still cover all costs—overhead as well 
as prime—provided the orders at that price were sufficient to 
maintain an output of 45 units. If the orders were not sufficient 


* Mitchell, Business Cycles, p. 563. 
* Alfred Marshall, Principles of Economics, 7th ed., p. 421. 
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to permit this output the price charged would have to be greater 
in order to cover all costs. At the price of 35 an output of only 
27 units would need to be maintained. On the other hand if 
prime costs alone are to be covered, the lowest possible price 
would be 21, and this price could be maintained only on the 
condition that the output is 40 units. What the actual price 
will be will depend upon the necessity of maintaining one’s place 
in the market under the stress of competition, the desire not to 
spoil the market by too low prices, and the comparative advan- 
tage of relatively high prices and small output, or lower prices 
with larger output. 

With reference to the price that will likely prevail Professor 
Alfred Marshall says: 


If the producers had no fear of spoiling their markets, it would be worth 
their while to produce for a time for any price that covered the prime costs 
of production and rewarded them for their own trouble. But, as it is, they 
generally hold out for a higher price; each man fears to spoil his chance of 
getting a better price later on from his own customers; or, if he produces for 
a large and open market, he is more or less in fear of incurring the resentment 
of other producers, should he sell needlessly at a price that spoils the common 
market for all. The marginal production in this case is the production of 
those whom a little further fall of price would cause, either from a regard 
to their own interest or by formal or informal agreement with other pro- 
ducers, to suspend production for fear of further spoiling the market. The 
price which, for these reasons, producers are just on the point of refusing, 
is the true marginal supply price for short periods. It is nearly always 
above, and generally very much above the special or prime cost. .... 
Thus although nothing but prime cost enters necessarily and directly into 
the supply price for short periods, it is yet true that supplementary costs 
also exert some influence indirectly. A producer does not often isolate the 
cost of each separate small parcel of his output; he is apt to treat a con- 
siderable part of it, even in some cases the whole of it, more or less as a 
a In this way a controlling influence over the relatively quick 
movements of supply price during short periods is exercised by causes in 
the background which range over a long period; and the fear of ‘‘spoiling 
the market” often makes these causes act more promptly than they 
otherwise would.‘ 


Such statistical evidence as is available supports Professor 
Marshaii’s view. If in fact manufacturers did as a rule reduce 


6 Alfred Marshall, op. cit., pp. 374, 376, 377+ 
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prices in periods of depression to a point which barely covers 
prime costs, it would necessarily follow that the prices of manu- 
factured goods would fluctuate more violently in the business 
cycle than prime costs. On the contrary we know that the prices 
of raw materials fluctuate somewhat more violentiy than the 
prices of manufactured goods.‘ On the other hand wage rates 
are more stable than the prices of manufactured goods, though 
labor costs are less stable than wage rates. Thus the cost of 
materials and labor tend to balance each other, and as a result 
the proportion of the value of manufactured products which is 
absorbed by labor and materials remains remarkably constant 
in all phases of the business cycle, as Table I shows. 


TABLE I 


TABLE SHOWING THE PERCENTAGE WAGES AND 
MATERIAL Costs WERE OF THE VALUE 
OF MANUFACTURED Propucts* 


Year Percentage 
Di kenddoandkpaccauenenseseuncee 8.3 
SDC sWddkS cena ehdeeasmomneees 75-3 
Ss tdi cate virnerionncceaxeacancen 75.0 
ra Se ee ne rey een ree — 
Di sicarias a: hashes tuk ae terdnglaeeomanhigsae ack . 76.1 
Ns 55.504 akanedneeeeiunekounte 76.8 


* Cf. Statistical Abstracts of the United States. See also 
Tables 5C, 3 85 in Income in the United States, If, National 
Bureau of Economic Research, from which the following 
table, showing the percentage distribution of the value 
product of manufacturing, was calculated. 


PERCENTAGE DISTRIBUTION OF VALUE PRODUCT OF 
MANUFACTURING 




















1909 1914 
Materials ... 58.7 59-3 
_ ae 16.6 16.8 
alaries . 4-5 5-3 
Depreciation .... ine 2.6 2.7 
PPR Se Site: 9.4 9.7 
Interest paid to banks .............. 25 2 

Share of entrepreneurs aud interest on 
RO 7-9 6.0 
99-95 100.0 








“Materials” includes fuel, rent of power or heat, mill supplies, 
and containers, as well as materials forming a constituent part of the 
product. See Abstract of United States Census, 1910, p. 4338. 


* Mitchell, op. cit., pp. 99-104. 
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There appear to be no marked fluctuations corresponding to 
the business cycle. Prosperity was at full tide in 1889 and 
1899. The year 1904 was one of depression; 1909 was a year 
of reviving prosperity; 1914 was a year of depression; while 
1919 was, except for the first few months, a year of intense 
prosperity. 

Further statistical evidence is to be found in the relative 
movements of the wholesale prices of manufactured goods on 
the one hand and a weighted index of wages in manufacturing 
industries and the wholesale prices of raw materials on the other. 
Table II shows this relationship for the period tg00-1912. In 


TABLE II 


TABLE SHOWING THE RELATION BETWEEN PRIME 
Costs AND SELLING PrIcEs* 











Relative Prices | Prime Costs, | Per Cent Prime 
Year of Manufactured Labor and Costs Are of 

Goods Raw Materials | Value Product 
EE REE 84.7 81.3 72 
re 83.7 80.9 72 
Se serrcesesces 88.8 85.8 72 
PN icavé cise vaca 87.8 86.5 74 
ii cacsleccnaid 87.8 87.9 75 
Ry ere er 89.8 87.5 74 
Ds iseccensases 89.8 QgI.I 76 
Or Teer 95.9 97.1 76 
Serr re 94.9 94.0 74 
err Te 100.0 100.0 75 
BOIS. cc rccccceses 103.1 104.4 76 
ere 04.9 96.9 77 
RR sv cctde nvicewn 102.0 105.1 77 














* Sources: Prices of raw and manufactured commodities from Bulletin 
No. 320, Bureau of Labor Statistics. Wages in manufacturing industries 
from W. I. King, Wealth and Income of the People of the United States, 
p. 203. In the prime-cost index, raw materials are given the weight of 58, 
and wages the weight of 17, corresponding to the relative importance of labor 
and materials in the base year 1909 as given in the census data. 
1909 the census data show that wages and the cost of materials 
constituted about 75 per cent of the value product of manufactur- 
ing. Using this year as the basis for computation, the proportion 
of the value of the product paid out for labor and materials was 
calculated for each year. It is recognized that there are other 
factors influencing this proportion besides price and wage changes, 


but they are difficult of measurement. 
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Figure 5 
shows the per cent which prime costs constituted of the value 
product by months. 

It is quite evident that the prime-cost index fluctuates very 


Table III gives the data for the period 1915-21. 


closely with the selling-price index. Prime costs are year after 
year a fairly constant proportion of the selling prices.‘ On the 
whole prime costs fall slightly lower than selling prices in periods 
of depression and when business revival first sets in. On the 
other hand they appear to rise slightly higher than selling prices 
in the latter part of the period of prosperity. As is well known 


TABLE III 


TABLE SHOWING THE RELATION BETWEEN PFPIME 
Costs AND SELLING PRIcEs* 

















Relative Prices | Prime Costs, | Per Cent Prime 
Year of Manufac- Labor, and Costs Are of 

tured Goods | Raw Materials | Value Product 
OPE 49.3 48.5 76 
eye 60.9 58.7 74 
eee 84.7 81.8 74 
reer re 04.4 04.1 17 
Wscatccnceasee 100.0 100.0 77 
oe CEES TT Te Tee 108.4 105.6 75 
NR akas condsenes 68.8 67.9 76 














* Sources: Raw and manufactured commodity prices from Bulletin 
No. 320, Bureau of Labor Statistics. Wages from the New York Industrial 
Bulletins. Materials are given the weight of 60; wages the weight of 17, 
corresponding to their relative importance in the base year Igrg as given in 
the census data. 


the prices of raw materials fluctuate somewhat more than do the 
prices of manufactured goods while wages fluctuate less. But 
since raw materials are given the greater weight in the prime-cost 
index the total proportion of the value of the product expended 
on wages and materials tends to fall in depression and to rise 
with prosperity. This tendency is, however, relatively slight. 
Prime costs, therefore, are only slightly responsible for the 
profits and losses which go with the business cycle. ‘These appear 
to be due chiefly to the following factors: (1) the comparative 
t The suggestion has been made, however, by my colleague, Professor F. B. 


Garver, that actual selling prices are often lower than the quoted prices in the 
period of depression. 
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constancy of the overhead costs and the consequent lag behind 
selling prices both on the upward and downward movements; 
(2) the expansion and contraction of the physical volume of 
business with overhead remaining relatively fixed; and (3) the 
speculative profits and losses due to fluctuations in inventory 
values. 

The latter is particularly important. Business men often 
say that they have cut prices right down to prime costs; but 


UU 


90 QQ wal COSTS - LABOR AND i 
nd. 4. 

















‘19 1920 ‘21 


Fic. 5.—Chart showing percentage wages and material costs were of value 
product, 1914-21. 


closer questioning will often reveal the fact that when they are 
thinking of prime costs they have in mind not the current prices 
for materials but top prices paid at the peak of the cycle. 

The New York Federal Reserve Bank has recently gathered 
the data relating to the profits and losses of ninety-eight manu- 
facturing and merchandizing corporations.' Less than one-third 
of these concerns showed actual losses in 1921. An examination 
of the financial statements of these corporations indicates pretty 


* Monthly Review, New York Federal Reserve Bank, March 1, 1923. Mr. W. 
Randolph Burgess kindly supplied me with more detailed data. 
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clearly that shrinkage in inventory values bulked large in these 
losses. In ten important manufacturing industries‘ represented 
by corporations included in this list, the losses in 1921 averaged 
13 per cent of the value of the inventories reported in 1920. It 
is not unlikely that the losses in inventory values were greater 
than that. The financial statements do not include reasonable 
dividends on invested capital as part of the loss. From an 
economic standpoint these should be included but the facts are 
difficult to obtain. 

Industries that are able to protect themselves against inven- 
tory losses through the process of hedging probably suffer much 
less from losses due to the business cycle than industries that are 
unable to take advantage of the speculative exchanges.? The 
flour-milling industry and the cotton-manufacturing industry 
were relatively prosperous during the year 1921 while many 
other industries suffered heavy losses. And yet the prices of 
cotton goods fell lower relatively than prime costs in 1921. In 
the flour-milling industry it is true that prime costs fell more 
than selling prices, but not nearly as low relatively as in the meat- 
packing industry. All three of these industries furnish con- 
sumer’s goods for which the demand is comparatively constant 
throughout the cycle. But the packing industry suffered severe 
losses in 1921 in spite of the fact that prime costs were more 
favorable in the packing industry. The difference is to be 
accounted for in part at least by the fact that the packing industry 
lost heavily on its inventories while the other industries were 
able to shift these losses to the speculative exchanges through 
the process of hedging (Table ITI). 

Industries with sharply fluctuating prime costs suffer the 
most from inventory losses. It, therefore, frequently happens 
that those industries whose prime costs on the basis of current 
prices appear to be very favorable are in reality the worst off. 
The lower the prime costs the heavier have been the inventory 


* These industries are meat packing, ‘ron and steel, machinery, rubber, motors, 
cotton oil, cigar, boot and shoe, underwear, and leather. 


2 My colleague, Professor E. A. Heilman, has suggested that this advantage is 
offset to a considerable extent by the cancellation of orders. 
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losses since raw materials constitute the most important item in 
prime costs. Take the leather industry for example. Hides 
dropped from an index number of 100 in 1919 to an index number 


TABLE ill 


CoMPARISON OF PrimME Costs AND SELLING PRICES IN 
THREE INDUSTRIES 


(Relative Prices—1919 = 100) 








Fiour MILLinc Corton MANUFACTURING Meat Packinc 





YEAR 
Wheat Flour,| : 
Second Prime Costs* pry ’| Prime Costst puis Prime Costs§ 


Patents, Mpls. 
) 





ee 54 51 29 36 48 45 
1916..... 59 55 43 49 56 54 
I917..... 94 91 67 73 76 79 
ee 85 85 114 96 04 95 
ee 100 100 100 100 100 100 
ee 102 100 127 109 go 82 
Ser 66 58 52 60 67 51 























* Weight: materials, 87; labor, 2. 

t Weight: materials, 60; labor, 17. 

t Weight: beef, 4; ham, 2; fresh pork, 1; cured pork, 2. 
§ Weight: materials, 89; labor, s. 


TABLE Iv* 


COMPARISON OF Prime Costs AND SELLING PRICES IN 
THE LEATHER INDUSTRY 


(Relative Prices—1919 = 100) 

















Wages, 
Year Leather Hides Weekly Prime Costst 

Earnings 
a 29 31 49 33 
eer eee 46 49 59 50 
| er 60 59 71 61 
ee 62 54 86 58 
ea ae 100 100 100 100 
er 102 54 116 62 
ee 54 22 IOI 32 

















* Sources for this and Table III: Bulletin No. 320, Bureau of Labor 
Statistics; and New York Industrial Bulletins 


t Weight: materials, 70; labor, 10. 


of 54 in 1920, and to 22 in 1921 (Table IV). On the basis of 
current prices, prime costs were exceedingly favorable in the 
years 1920 and 1921. Yet the leather industry suffered heavy 








} 


a 
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losses during these years, particularly in 1920 when the heavy 
inventory losses for this industry occurred. 

The above-mentioned factors tending to bring about losses 
in periods of depression are offset in part by: (1) the dismissal 
of undesirable labor, (2) the increased efficiency of the labor force 
which is retained,’ and (2) the more economical combination of 
the fixed and variable factors in so far as output is reduced to 
the point of lowest unit cost. The opposite tendencies would 
occur in periods of prosperity. With regard to the most econom- 
ical combination of factors it is likely that when depression is 
in full swing output has been reduced beyond the point of lowest 
unit cost. Only in the period when business revival is well under 
way is it likely that the factors are being employed in the best 
combination. From this point of view the period of marked 
business revival may be considered the most normal phase of 


the business cycle. 
ALvIN H. HaNsEN 


UNIVERSITY OF MINNESOTA 


* Paul H. Douglas, “Personal Problems and the Business Cycle,” Administra- 
tion “Suly, 1922), pp. 15-27. 

















CENTRAL CO-OPERATIVE BANKING IN RUSSIA 





INTRODUCTION 


In Russia, as in Germany, the development of local or primary 
consumers’ and credit co-operation in industrial and agricultural 
districts preceded the organization of their interests on a national 
scale for wholesale operations. But unlike the movement in 
Germany, the Russian co-operative movement was held in check 
by the old autocracy which looked with disfavor on self-help, 
economic democracy, delegates’ business meetings, and other 
activities for material and cultural improvement. Although 
Russia numbered over 5,700 co-operative organizations at the 
beginning of 1905, there was only one federation in existence; 
and although the local co-operatives, at the outbreak of the 
world-war, multiplied six times, and embraced a population of 
nearly 50,000,000 souls, the government still persisted in its 
attitude of unfriendliness and hostility, refusing to sanction the 
open legal existence of co-operative unions. 

The growth of credit co-operation before the war was espe- 
cially remarkable, rising from 1,434 to 14,350 co-operatives 
between 1905 and 1915; at the beginning of 1917 they numbered 
16,055 with a membership of 10,478,000 peasant households. 
The credit co-operatives were the backbone of the movement 
in the rural districts. On January 1, 1915, these peasant co- 
operative “banks” had combined deposits of 404,852,000 rubles, 
while the working capital aggregated about 710,047,000 rubles. 
In 1917 the deposits increased to 682,300,000 rubles and the 
working capital to 983,700,000 rubles. The members’ deposits 
on the latter date made up 70 per cent of the working capital; 
the share capital, 18 per cent; the remainder represented loans 
from the government, zemstvo organizations, and other sources. 
The credit co-operatives used the bulk of the. capital for short- 
term loans to their members, which amounted to 580,000,000 
rubles in 1915, and to 533,800,000 rubles in 1917. 
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The question of a central co-operative bank which would 
mobilize local savings, unify, and improve the trading activities 
of the local credit and consumers’ co-operatives, and serve as a 
center of credit and as a financial clearing-house for the co- 
operative movement as a whole, had been mooted for many years, 
but no headway could be made against government indiiference 
and opposition. The first revolution of 1905 again stimulated 
a general interest in a central bank for co-operation. A special 
commission of eighteen was organized in 1907, under the chair- 
manship of Professor V. Zheleznov, by the Moscow Committee on 
Rural Loan-Savings and Industrial Associations. The com- 
mission from the beginning rejected the idea of a bank under 
the guidance of the Imperial State Bank. The new bank was to 
be independent and co-operative in character, part of the move- 
ment itself, and drawing its strength from the masses below. In 
co-operative circles and discussions, the trend of opinion was 
against a national bank, in the belief that it would be estranged 
from the primary co-operatives and unrelated to their specific 
needs. The experiment must be made in a restricted region, 
it was urged. The preliminary report of the commission was 
laid before the delegates of the first All-Russian Co-operative 
Congress, in 1908, and the delegates approved in principle the 
plan of the commission. A special conference of co-operative 
societies was held in January of the following year to discuss the 
articles of association in detail. The project was then submitted 
to the Ministry of Finance, which, after two years, finally issued 
the charter for the organization of the Moscow Narodny 
(Peoples’) Bank, on March 16, ro1t. 


THE MOSCOW NARODNY BANK 


The old régime did not give its sanction without forcing 
certain amendments intended to make the first steps of the bank 
as difficult as possible. The founders, for instance, proposed to 
make the shares 100 rubles in value, in order to enable the local 
co-operatives to buy them. The government raised the share 
value to 250 rubles, and then further ruled that the prospective 
purchasers might not use their existing capital funds for that 
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purpose, but must raise special funds. The government also 
eliminated the clause providing for a long-term credit depart- 
ment, which the founders proposed to establish with long-term 
capital loans and by allocating 1o per cent of the net earnings to 
its funds. The bank became in form a short-term credit insti- 
tution limited in its activities to co-operative societies. The 
government also assumed the privilege of exercising strict control 
over the commercial operations of the proposed bank, and nar- 
rowed the ratio between the owned capital and the bank’s obliga- 
tions ir6m 1710 to 1:5. Finally it was not allowed to organize 
for business until the amount of paid-in capital had reached the 
sum of 500,000 rubles, one-half of the capitalization. The 
bank was by necessity modeled on the lines of a joint-stock enter- 
prise, a bank with shareholders, for no other form was permitted. 
By the terms of the charter the co-operative organizations were 
not members of the bank in the sense that consumers’ societies 
were members of a consumers’ federation, on strictly Rochdale 
principles." 

The controlling power over the affairs of the Moscow Narodny 
Bank resided in the annual meeting of delegates elected by the 
shareholders. The delegates examined the reports of the fiscal 
year, and voted on the budget and the allocation of net earnings. 
They elected the Council, the Executive Board, and the Com- 
mittee of Inspection, for a period of three years. The Council 
met at irregular periods, acting as the trusted representative 
of the absent shareholders. From among the delegates yearly 
assembled, the Council appointed a discount committee whose 
function it was to examine all applications for credit. The 
actual oversight over the business of the bank, in all its depart- 
ments, was in the hands of the board. The liability of the mem- 
bers was limited by their shares. Individuals, holding four shares 
or more, were entitled to one vote only. But in the case of 
member societies the number of votes was in proportion to shares 
held. Each society was entitled to one vote, but no society could 
have more than five. 


t In order to make the bank serve the interests of the co-operative movement 
generally, the founders proposed to make it a central organization for purchase 
marketing, and co-operative propaganda and organization. 
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The capital of the bank was at first fixed at 1,000,000 rubles 
divided into 4,000 shares of 250 rubles each. The charter 
required, by interpolation from above, that half of the capital 
be paid up and deposited with the State Bank within six months. 
That was the price of existence. The organizers of the bank 
boldly limited the right of subscription to co-operative organiza- 
tions, despite the current fears that they would not respond. 
The faith of the leaders was amply justified. The first issue of 
stock was subscribed and paid for on time, and there were 
numerous applications for shares in advance of future issues. 
The bank was thus from the beginning in the hands of co- 
operative societies, and could at once devote itself exclusively 
to their interests. On May 9, 1912, the Moscow Narodny 
Bank was formally open for business. 














TABLE I 
Shareholders Shares Held Percentage 
Credit co-operatives and unions....... 2,071 5,508 69.6 
Consumers’ societies and unions....... 448 963 12.0 
Agricultural co-operatives and unions. . 146 460 5.8 
OURCE ORBAMIGRTIONS. «0.05 cccccccseess 87 362 4.5 
Private individuals. ................. 170 647 8.2 
2,922 8,000 100.0 














The bank was from the start in the hands of the credit co- 
operatives and their unions. They held, on January 1, 1914, 
2,422 of the 4,000 shares, over 60 per cent. The consumers’ 
societies, the second strongest group of co-operatives, held 546 
shares, or about 13 per cent of the total. Private individuals 
held 572 shares." 

A second issue of 1,000,000 rubles was brought out early in 
1914, which raised the capital of the bank to 2,000,000 rubles. 
On January 1, 1917, of the 8,000 shares outstanding only 647 
were held by private individuals, and they were men connected 
with the co-operative movement. The two issues were dis- 
tributed among the various forms of co-operation in the manner 
shown in Table I.? 


t Soyus Potrebitelei, No. 27, 1918, p. 28. 


? Antsyferov, pp. 14-15; Llimsky, in Sibirskaia Kooperatsia (April-May 1918), 
P- 33- 
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A third issue of 8,000 shares in March, 1917, was over- 
subscribed, and no part of it was open to private subscription, 
the bank having decided to limit the sale of all future issues to 
co-operative societies only. The distribution of the third issue 
was even more general. The total number of the bank’s share- 
holders was now 3,749, including 196 co-operative unions, dis- 
tributed throughout the whole of Russia. 

The bank experienced a rapid development of its deposit and 
current accounts, which enabled it from the first to meet in an 
adequate manner the varied requirements of the co-operative 
societies, and to establish itself firmly as their central banking 
institution. The development of its business made it incumbent 
on the bank to enlarge continually its share capital. The war, 
the shortage of food, the rapid increase in co-operatives of all 
forms, stimulated its operations in many directions. A fourth 
issue of 24,000 shares was brought out in February, 1918, increas- 
ing the total capitalization to 10,000,000 rubles. The co-opera- 
tive federations were the principal stockholders; 291 federations 
in European Russia and Siberia held a total of 26,766 shares, 
or 67 per cent of all outstanding shares; the local co-operatives, 
numbering 3,730, owned 27.4 per cent; only 5.6 per cent of the 
shares were in the hands of private individuals and miscellaneous 
public institutions. Still the new capital never sufficed, because 
of the expansion of the bank’s business and the growing deprecia- 
tion of the paper ruble. There was a fifth issue of 100,000 shares 
about the middle of 1918, then a sixth issue of 260,000 shares, 
thus raising the capitalization to 100,000,000 rubles distributed 
in 400,000 shares.? 

The financial position of the bank.—The Moscow Narodny 
Bank was started at a time when the rate of discount, at home 
and abroad, stood very high; moreover the State Bank denied 
its application for a credit account, which hindered its 
business relations with commercial banks. Furthermore, its 
co-operative clientéle was widely scattered, and the new bank 
had no machinery at its command for effective supervision. 

t The Russian Co-operator (September, 1918), p. 153. 

2 Ibid. (September, 1919), p. 131. 
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For these reasons the bank at first limited its work to co-operative 
unions whose financial position was stronger than that of the 
locals. At the same time it was interested in forming local 
connections, in mobilizing all available capital, in order to make 
the savings of each community circulate freely and widely 
through co-operative channels. 

The Moscow Narodny Bank did not advance credit to indi- 
viduals or private firms, except in case of those vested with 
some middleman function by co-operative societies. It limited 
the amount of individual loans so as to afford to all applicants 
the advantages of easy credit, without prejudice to any locality. 
Table II shows at a glance the financial development of the bank, 
exclusive of its branches, between 1913 and 1918." 


TABLE II 
THE DEVELOPMENT OF THE Moscow NAropNy BANK, BETWEEN 
1913 AND 1918 
(In Thousands of Rubles) 











January 1 Capital Pa any me All Liabilities Annual Turnover 
RNs sea cakees 1,000.0 658.9 2,373 22,735.5 
re 1,004.5 2,162.3 4,303 56,006.2 
| SE ee 2,013.9 3,804.1 8,430 IIO,221.1 
re 2,040.4 10,966.7 27,683 243, 234.6 
: Fe 2,096.7 33,278.7 83,406 1,188,463.9 
re ere 10, 346.5 153,325.1 321,071 5,823,578.4 

















Table II brings out clearly the decreasing importance of the 
share capital among the total liabilities of the bank. At the 
beginning of 1917 the bank was operating chiefly on borrowed 
capital funds. The growth of the deposits sixteen fold between 
1914 and 1917 shows that the bank had won for itself a position 
of trust in the money market. The current accounts were of 
especially high importance, forming 85.6 per cent of the bank’s 
total deposits on January 1, 1917. At the same time, only 30.5 
per cent of deposits came from the co-operative societies; the 
rest was derived from private firms and individuals? The 


* Zakoopsbit Izvestia i Trudy, No. 12 (1919), p. 20; Torgovo-Promyshlennaia 
Gaszetta (Aug. 6, 1918). 


* Antsyferov, p. 19. 
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development of the bank’s activities was especially noteworthy 
during 1917, when the deposits increased 4.6 times whereas those 
of the State Bank and of private banks scarcely doubled. The 
increase was even greater in the following year. On September 1, 
1918, the deposits and current accounts were approximately 700,- 
000,000 rubles.* Still this inflow of capital did not prove ade- 
quate to meet the credit requirements of its clients. ‘The bank 
was led to borrow from other banks; thus its indebtedness to the 
State Bank alone increased during 1917 from 17,000,000 to 
34,000,000 rubles, and the indebtedness to private banks rose 
from 3,000,000 to 12,000,000 rubles.? 

The working capital, comprising owned capital and deposits, 
was reserved exclusively for the accommodation of co-operative 











TABLE III 
1912 | 1913 1914 IgIs 1916 1917 
Loans advanced during year} 2.8 7.4] 11.5 | 24.9 9&.4| 506.8 
Loans repaid during year. . . ©.9 5.9 | 10.3] 20.3 74.3) 366 
Loans outstanding at end 
SL, I rere 1.9 2.4 4.6 9.9 33-3) 174.1 
Percentage of total assets...| 79 78 55 34 40 

















54 
Percentage of owned capital.| 191 | 333 231 401 1,666 | 1,583 





societies. The total annual advances increased from 2,800,000 
rubles during 1912 to 11,500,000 in 1914; during 1917 the loans 
amounted to 506,800,000 rubles. The outstanding loans, at 
the end of each accounting period, before the war, constituted 
nearly eight-tenths of the bank’s total assets. During the war, 
with the coming development of trading operations, the propor- 
tion of members’ loans declined to about one-half of the assets. 
Table III shows the amount of loans advanced and repaid during 
each year, in millions of rubles, the amounts outstanding on 
January 1, and their ratios to the bank’s total assets and owned 
capital. 

t Soyus Potrebitelei, No. 38 (1918), p. 5. 

2 The Russian Co-operator (August, 1918), p. 137. 

3 Soyus Potrebitelei, No. 3 (1923), p. 38. (The credits advanced in the first 


eight months of 1918, January-August, amounted to 583,000,000 rubles.—Soyus 
Potrebitelei, No. 38 [1918], p. 5.) 
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During the war consumers’ co-operative societies and fed- 
erations gradually gained over the credit and agricultural 
associations in the loaning activities of the bank. In 1918, the 
consumers’ group of stockholders owned 36.7 per cent of all 
shares, taking first place among the stockholders of the bank. 
The major part of the annual loans advanced to member stock- 
holders, 70 to 80 per cent, were advanced on the security of 
merchandise and documents as collateral, the remainder being 
against two-name promissory notes; only a small share of the 
bank’s loans and discounts, usually about 5 per cent, was unse- 
cured one-name paper. It has been estimated that the advances 
of the Moscow Narodny Bank during 1917 represented 40 per 
cent of the total utilized by the various co-operative societies; 
ro per cent of their needs was supplied locally by co-operatives 
and unions; and 50 per cent of the total was supplied by private 
commercial banks.’ Consumers’ co-operation used most of the 
credit, absorbing 65 to 70 per cent of the advances. One-half 
of the bank’s notes and accounts receivable fell to the share of 
co-operative unions of all kinds. 

The development of co-operation during the war brought 
forward the question of long-term credit facilities. In April, 
1917, after the downfall of the old régime, the general meeting 
of shareholders moved to establish a special long-term credit 
department. It decided that one-third of the capital raised from 
the fourth issue of sheres should be assigned to this department 
as an initial operating capital, to be later increased by one-fifth 
of each new issue of shares. The reserve capital of this long- 
term credit department was to be formed by annual deductions 
of 35 per cent or more of its own net profits. It was also empow- 
ered to receive long-term deposits running for five years or over. 
These credits were intended primarily for co-operative federa- 
tions, and for production purposes only. 

An examination of the assets of the Moscow Narodny Bank 
shows that it gave credit exclusively to co-operative organizations. 
Time loans were of almost no importance in its credit operations. 
Loans were chiefly made up of disccunts and special current 


t Tlimsky, in Sibirskaia Kooperatsia (April-May 1918), p. 33. 
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accounts. On January 1, 1914, the discounts were over 3.5 
times the size of the special current accounts, but in 1917 the 
current accounts were already double the note discount opera- 
tions. In the same period, the accounts with correspondents 























TABLE IV 
January 1, 1917 January 1, 1918 August 1, 1918 
(1,000 rubles) (1,000 rubles) (1,000 rubles) 
Assets 
Dar oo ale taaid wale 3,842.2 31,681.6 118 ,857.2 
| eee 1,130.3 1,265.0 1,265.1 
eee 16,844.1 23,099.3 24,092.1 
Notes discounted......... 10, 308.3 35,228.6 56,947.3 
Accounts receivable...... 20,542.4 106,849.4 441,765.2 
Short-term loans......... 2,473.0 32,086.0 147,564.4 
Due from correspondents. . 6,899.2 28,570.6 69,513.2 
Due from branches....... 7,725.1 40,572.6 239,040.4 
Foreign currency......... 4,325.7 311.2 2,128.9 
Suspense accounts........ 401.7 4555-5 22,940.2 
Sundry debtors.......... 8,771.5 16,316.7 48, 885.4 
CG OO... oc ccs vcces 142.7 534.4 6,679.4 
NE sssincioto swe sates 83,406.3 321,070.9 1,179,684.9 
Liabilities 
ee 2,000.0 10,000.0 I0,000.0 
Reserve capital.......... 44.3 352-9 440.2 
Amortization fund........ 42.9 120.1 120.1 
Deposits and _ current 
PI ac cacgenacaes 33,278.7 153,325.2 677,043.9 
Notes rediscounted....... 3,590.9 8,112.6 3,878.1 
Special bank accounts. . . . 19,875.1 54,115.1 44,225.5 
Due to correspondents. ... 5,883.3 13,485.9 22,503.4 
Due to branches......... 7,485.1 33,214.9 242, 708.2 
Sundry creditors......... 8,001.5 23,423.1 85,546.4 
Suspense account........ 2,464.7 20,953-5 57,325.0 
Other liabilities.......... 430.9 3,004.9 35,894.2 
Undistributed profits. .... 207.0 MEO Ticsssacecasaucs 
ME he rpicia ets ateheaet 83,406.3 321,070.9 1,179,684.9 








and branches increased twenty-one times. The bank was thus 
establishing itself as a true co-operative central bank, national 


in scope. A clear view of the position of its assets and liabilities, 


t The place which the Moscow Narodny Bank came to occupy in co-operative 
finance may be seen in the fact that it displaced the government as a source of 
credit. At the end of 1913, the indebtedness of the co-operative movement to their 
bank was 3,300,000 rubles, or 5 per cent of the loans received from the government. 
At the end of 1918 the indebtedness was 680,000,000 rubles, or 450 per cent of 
sums granted by the government.—Vesinik Sel.-Khoz. Koop., No. 4-5 (1923), p. 13- 
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in the period of its most significant advance, may be gained from 
Table IV." 

Against the background of the national money market, the 
place of the Moscow Narodny Bank was indeed a modest one, 
even though the deposits and current accounts of this bank 
increased 40 times during 1915-17, while for the same period 
they increased only 2.4 times in private commercial banks and 
only 3 times in the country generally. Every item in the 
balance sheet of the bank grew with remarkable rapidity, not- 
withstanding the depreciation of the paper money. It exercised 
a great influence on the centralization of co-operative activities. 
Its achievements would have been even greater had it had a 
system of branches and local correspondents as well as the support 
of the State Bank in its rediscount operations. But central 
co-operative banking was at its beginning. And the policy of the 
constituted authorities was one of unfriendliness to the co- 
operative movement. The managers of the bank made it their 
conscious policy ‘0 operate through co-operative unions instead 
of dealing directly with individual primary societies. The 
number of the co-operative unions among its shareholders was 
thirty in 1915, but only thirteen had banking departments, and 
were in position to act as the bank’s local correspondents. The 
majority of the primary credit and loan-savings co-operatives 
had an insufficient knowledge of banking operations. The 
bank, therefore, aimed, by propaganda and instruction, to 
encourage the formation of unions or central credit agencies, 
around which the locals could group themselves. It was not 
easy to obtain the government’s approval for the organization 
of branches. Only two provincial branches existed by the time 
of the revolution, although the bank’s business covered almost 
the whole of Russia. The downfall of tsarism removed all 
unnatural obstacles to the progress of the bank. At the end of 
1918 it numbered thirty-six branches and agencies in Russia, 
and fifty-one one year later, including a branch in London and a 
purchasing agency in New York. Under the provisional govern- 


t Leaflet of the Moscow Narodny Bank, issued by its London branch. 
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ment, the bank acted as the agent of the Ministry of Agriculture 
for the export and purchase of various goods abroad. Like 
many other nation-wide co-operative organizations, it struggled 
to forestal economic decomposition and ruin. Three of the bank’s 
directors were active in the Kerensky government: A. E. 
Koolizhny was Assistant Minister of Supply; K. I. Krylov 
served as director of the Small Credit Bureau in the Ministry of 
Finance; and V. V. Kostin was a delegate to the Pre-Parliament 
of Kerensky. 

The great lack of goods in the domestic markets prompted 
the Moscow Narodny Bank to establish a purchasing agency in 
London as early ‘as January, 1916. It was an unpropitious 
moment, beset with great risks for the shipment of goods, 
scarcity of tonnage, unsettled exchange, and interrupted tele- 
graphic communication. It was then impossible to bring goods 
out of Russia. Nevertheless, the London agency had a turnover 
of 466,724 pounds sterling in 1916.’ It also purchased goods for 
the account of the Russian Department of Agriculture valued 
at 235,000 pounds sterling. The agency succeeded in establish- 
ing many valuable business connections with English banks and 
manufacturing concerns. The year of 1917 was not favorable 
for the London agency, because of the opening of submarine 
warfare and the Russian revolution. Its business turnover 
for that year fell to 90,500 pounds sterling. In July, the pro- 
visional government granted to the bank the right to establish 
a regular branch in London, but this was not availed of until 
1918, chiefly because of the numerous proscriptions, the English 
suspicion of everything Russian, and the confiscation and requisi- 
tion of cargoes. 

The London branch considered itself as the precursor of 
Russian co-operative federations abroad, which were to come 
later to assume the trading functions exercised by it for the time 
being. The branch organized itself under an English charter, 
as the Moscow Narodny Bank, Limited. It was a joint-stock 
company with a capital of 250,000 pounds sterling, 55 per cent 


t Schvittau, p. 102. 
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of the capital being held by the bank itself, and the remainder by 
Russian co-operative federations having their agencies then in 
London.’ 

The trading department.—By the terms of its charter, the 
Moscow Narodny Bank was granted the right of wholesale 
trading operations on behalf of its members. In this respect 
the bank followed the traditional course of the co-operative credit 
movement in Russia. It established in 1913 an autonomous 
trading department which from the start proved to be an organ- 
ization of initiative and effectiveness. Because of its contact 
with the requirements of the population in various parts of the 
country, the department was in position to ascertain needs in 
manufactured goods and machinery, and to enter into contracts 
with manufacturers for the delivery of goods at the right time 
and price. 

The first and most important section to be formed was the 
Technical Section, with subdivisions specializing in metal wares, 
agricultural machinery and implements, binder twine, and 
motors. Then came the Seed Section, which also operated a 
seed-cleaning station and conducted special studies in the means 
of improving the standard of grain. The other three sections 
were for the handling of scientific and commercial problems 
relating to insecticides, mineral fertilizer, and dry-wood distilla- 
tion. Engineers, agronomists, statisticians, professors, were 
employed to forward the work of the department. The activi- 
ties of its sections ard subdivisions strengthened the position of 
co-operation, in the rural districts especially. In 1917 nearly 
200 co-operative unions were supplied by the trading department, 
and more than any one other organization in the country, it 
served the needs of agriculture in the distribution of farm sup- 
plies. Early in the war, in 1915, it concluded agreements with 
local zemstvo organizations and with co-operative credit and 
agricultural unions for the joint supply of various farm require- 
ments. Their joint action had a stabilizing effect on the market. 
The value of farm supplies furnished to agriculture by the 
trading department was 526,800 rubles’ worth in 1913; 1,028,600 


t Schvittau, pp. 107-8. 
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in 1914; 2,758,200 in 1915; 15,378,300 in 1916; and 43,852,300 
rubles’ worth in 1917. The department charged a nominal 
commission of 1 to 3 per cent above cost, sufficient to cover its 
operating expenses, any surplus remaining after that going to the 
profit account of the bank. The articles which it supplied 
included agricultural machinery, tools, ironware, binder twine, 
feedstuffs, seeds, insecticides, fertilizer, and other farm require- 
ments. They grew in quantity as well as in value, as could be 
seen from the approximate data furnished in Table V for a 
selected number of articles.? 











TABLE V 
1913 1914 Igts 1916 1917 
BN ios cenrerwnss 1,479 6,943 3,041 4,528 II,411 
ere 162 637 307 1,035 1,349 
errr Te 31 260 48 147 532 
rn 321 331 407 5,448 15,073 
6 i's cocowaawies 3 106 80 996 4,698 
Threshing machines... 60 300 80 381 528 
Winnowing machines.. 97 1,240 368 1,080 1,064 
Binder twine (poods).}.......... 21,243 34,504 377,037 | 916,917 
Roofing iron (poods)..| 123,440 | 91,445 96,672 351,125 89,915 
RES FE: SE Fee 26,853 59,147 




















It was not the intention of the Moscow Narodny Bank to do 
the work of a commercial corporation indefinitely, but rather to 
serve as a rallying-point for the organization of wholesale co- 
operative supply and marketing along specific commodity 
lines. It was the policy of the department to develop each of its 
commodity divisions until it became a natural center for the 
primary co-operatives and their unions, and then at the ripe 
time, at the will of the movement from below, to separate any 
one of its particular divisions »nd help to establish it as an inde- 
pendent central federation. As early as 1916, the bank invited 
representatives of co-operative unions to serve on the various 
committees of the trading department. The country was divided 

t The Russian Co-operator (October, 1919), p. 146; Schvittau, p. 88. The 
bank’s activities in marketing were of no practical significance; yet, in the year 
of revolution, it was the first to organize the export of flax and eggs abroad. 

2 Soyus Potrebitelei, No. 27 (1918), p. 30. 
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into twenty regions, for the holding of meetings and conferences 
for the discussion of farm requirements and prices. During 
1918 the bank helped in organizing special co-operative supply 
and marketing federations in hemp, grain, eggs, potatoes, fruits 
and vegetables, and home handicraft products. It also helped to 
establish the All-Russian Agricultural Supply Union, known as 
the “Selskosoyus,” the national co-operative insurance union, 
and also a co-operative publishing union. Unity, harmony, and 
co-operative success were the conscious aims of the Moscow 
Narodny Bank, not competition, and not commercial aggrandize- 
ment and profits for their own sake. It understood clearly that 
finance and credit were its true functions. It ventured into the 
field of wholesale trade because it was rendering a lasting service 
to the co-operative movement generally by doing so. 

Earnings and disbursements——The bank was not a profit- 
making institution in the ordinary sense. It was an institution 
for economic service and co-operative efficiency, charging no 
more than was compatible with safe operation. Its members 
benefited by the terms of easier credit, and immediate savings 
on supplies, and did not, therefore, look to the bank for a dividend 
beyond the nominal return on shares. Table VI shows the net 
profits of the bank, in thousands of rubles, between 1912 and 
1917, inclusive, and their ratio to the share capital. 


TABLE VI 








Net Profit in Ratio of 
1,000 Rubles Share Capital 





reer re er Tre 4.5 ©.45 
Sy err reer 43.3 4.83 
PDR se 65 6a ctscdrccensacs 100.7 5.03 
ne ee II9.9 5.99 
DOOR ko a cccnccncecsceuss 206.9 10.05 
SONG: bc ccndccsvasanee i 872.7 8.72 











The shareholders’ general meeting decided what to do with 
the net profits. By statutory provisions, 10 per cent of the 
profits was regularly placed in the reserve capital. As a rule 
5 per cent was distributed in form of bonuses, 5 per cent con- 
tributed to the employees’ welfare society; grants of money were 
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generally voted for educational and welfare activities, for the 
support of co-operative magazines, congresses, and the victims of 
the world-war. The shareholders’ dividend usually varied 
between 4 and 6 percent. The bank published a special monthly 
journal, Izvestia Moskovskavo Banka (‘‘The News of the Moscow 
Bank”), disseminating general information on credit and co- 
operative banking and reporting on the work of the bank and its 


branches. 
THE PERIOD OF COMMUNISTIC CONTROL 


In 1918, when all private banks had been nationalized, the 
Moscow Narodny Bank became even to a greater degree than 
before a center of credit for private as well as co-c’ ‘ative 
organizations. More and more the business of the bank became 
confined to urban and rural consumers’ societies and their 
unions, in order to enable them to carry on their trading opera- 
tions for supplying the population with essential goods. Finally, 
this bank, too, was nationalized and transformed into the Co- 
operative Section of the People’s Commissariat of Finance. By 
the decree of January 27, 1920, credit co-operation, both local 
and central, was merged with the consumers’ societies. With 
this act ended the independence of the credit co-operative move- 
ment. In the duration of ‘‘war communism,” as the period of 
Bolshevik economic control is now known, the movement 
became a government bureau, in the legal and budgetary sense. 
However, the majority of the old leaders did not desert their 
posts. They believed that nationalization was a temporary 
phase in Russia’s revolutionary history, dictated by extreme 
necessity aud misunderstanding of the nature of co-operative 
activities, and that in time co-operation would win back its 
independence and economic initiative. 

This hope was realized in the middle of 1921, which marked 
the inauguration of the “new economic policy” of the Soviet 
government, known from its initials as ‘‘ NEP.” In November, 
1921, the Co-operative Section of the People’s Commissariat 
of Finance was dissolved, and credit co-operation was again 
made to function on its own account and risk. On January 
24, 1922, a final decree was issued recognizing the rights of inde- 
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pendent credit co-operation. No sooner was the decree pro- 
mulgated than the representatives of a number of co-operative 
central federations met in Moscow to consider means and ways 
for the establishment of a common co-operative center of credit 
and finance. The Bank of Consumers’ Co-operation was organ- 
ized, principally because the consumers’ movement was the 
first to get on its feet, and because the dominant forms of co- 
operation in villages and towns alike were the locals and federa- 
tions engaged in supplying the population with various consump- 
tion goods. The Council of National Economy chartered the 
new bank on February 1, 1922, and on the twentieth of the same 
month the bank was formally in business. 


THE BANK OF CONSUMERS’ CO-OPERATION 


The economic background in 1922.—The history of the Bank 
of Consumers’ Co-operation (known briefly as “Pokobank”’) is 
without parallel in the co-operative movement or the history of 
banking generally, when all the circumstances are considered. 
It is, therefore, instructive to trace the development of this 
particular bank, to take note of the economic terrain, and to see 
something of the high order of business efficiency and the spirit 
of social service which inspired its organizers and management. 
The formal restoration of credit co-operation by the Soviet 
government did not, of course, restore those economic and social 
factors which make credit possible. Russia was without a stable 
currency, the public had been without banks and credit for nearly 
four years, the famine was at its worst, the people were impover- 
ished, and private initiative was mistrustful and hesitant. It 
seemed that the sources of capital and deposit had dried up, 
condemning to failure every effort for the re-establishment of 
banking facilities. 

The currency situation in particular shows the oppressive 
economic conditions under which the co-operative bank began 
its existence. Almost from the time of the revolution of 1917 
the successive issues of paper money had been gaining in size, 
especially as the state revenues tended to decrease and the 
government was coming tu depend more and more on the output 
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of its printing press. But more money brought high prices in 
its wake: yet more money, yet higher prices—and endless embar- 
rassment both to the business world and the finances of the 
government. There was no arresting the depreciation of fiat 
money once it got started. The government was strong enough 
to destroy tsarist bureaucracy and the landlords, to fight off 
the counter-revolution and foreign invaders, but it was not 
strong enough to check the forces of financial chaos and keep 
the currency of the country from becoming a hissing and a 
byword. 

On January 1, 1917, the note circulation was 9.2 billion rubles. 
By the end of December, the amount of money increased three 
times; in 1918, the increase was 2.3 times; in 1919, it was 3.6 
times; in 1920, it was 5.2 times; and in the famine year of 1921, 
it was 15 times, from 1,168 billion rubles on January 1, 1921, 
to 17,539 billions on January 1, 1922. In other words, between 
1917 and 1922 the amount of muney in circulation increased 
1,905 times. But the first four months of 1922 surpassed all 
previous high records and added over 110,000 billions to the 
paper money of the country; after another five months, on 
October 1, the circulating paper money of Soviet Russia amounted 
to 913,707 billions rubles. 

These figures, rising to astronomical reckoning, are but the 
evidence of Russia’s economic disintegration and national 
impoverishment, and the result of government expenditures 
growing out of the revolution and nationalized industries. Cheap 
money led as if by an inexorable fate to yet cheaper money. 
With the inauguration of the ‘“‘new economic policy” which 
legalized private trade, Russia found herself poor in money, and 
as business dealings were increasing with each passing month, 
more and more money was wanted for the trade of the country. 
During the entire year of 1921 the total new issues amounted to 
something over 16 trillion rubles (the fresh emissions were 
especially high in the last two months). The first third of 1922 
saw another 110 trillion rubles added to the money in circulation. 
Part of it was actually wanted in business, and part of it was a 
clandestine form of federal taxation serving to cover the deficit 
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in the government’s finances. This was the worst period of the 
famine, and the future seemed very dark indeed. 

However, the economic law of markets was mightier than the 
rising flood of rubles. In practice, the people were casting about 
for a simpler and safer method of accounting and valuation, 
and it was not surprising that they should have reverted to old 
ways—to thinking in terms of gold rubles. It was becoming 
increasingly customary to carry on business transactions and to 
make contracts on a hypothetical gold basis. The noble metal 
was an abstract monetary unit serving as a point of stability, as 
insurance against the fluctuation and uncertainties of the paper 
ruble exchange. It is said that this method had long been in 
use in the villages where the peasants, almost since 1919, were in 
the habit of dealing in terms of “normal” or pre-war prices. 
The gold ruble, like any other commodity, came to have a price, 
varying from day to day, and naturally it became a rough but 
practical standard of values. The People’s Commissariat of 
Finance finally put this popular practice into law. It not only 
delegated to the State Bank the power to fix periodically the 
rate of gold exchange, but it ruled that for fiscal reasons all 
government budgets should in the future be expressed in terms of 
gold rubles.t At the same time, it was also decided to replace 
all former issues by a new currency on the basis of 1 to 10,000. 
For technical reasons, the new money could not be printed, but 
in the interests of safer and simpler accounting all book figures, 
beginning April 1, 1922, were generally reduced 10,000 times. 
Thus each trillion of rubles in circulation became a modest 
sum of 100,000,000 rubles; and the poor man worth but 
1,000,000,000 rubles awoke on the morrow worth 100,000 rubles, 
but as the reduction was universal he did not mind the change. 
The new money came to be known as the ‘‘issue of 1922.’ 

t The official rate of ruble exchange as fixed by the Commissariat of Finance 
and later by the State Bank has always lagged by 50-60 per cent behind the open- 
trade quotations. This was partly remedied in September, 1922, when the right 
to fix the rate of exchange, parallel with market fluctuations, was intrusted to a 
special Exchange Commission, but even then the difference usually amounted to 
about 15 per cent. 


2In the interest of convenience and uniformity, all paper money values of 
1922 are henceforth shown in the “new currency” of that year. 
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Table VII shows the volume of rubles of the “issue of 1922” 
in circulation on the first of each month in 1922, and also the 
amounts by which the currency was swelled each succeeding 
month.* 

The issues of paper money, as might be expected, had a serious 
effect on the trend of prices and the valuation of the gold ruble. 
So extreme was the course of inflation that the retail index num- 
bers of fifteen principal commodities entering in the consumption 
of the average man doubled each month between January and 














TABLE VII 
CIRCULATION ON THE 
First OF THE MONTH MOoNnTLEY 
1922 — IN 
= ILLION 
— Percentage RUBLES 
pT POP TEPC Ee 1,754 100 1,261 
IN p.ic0kaasceeds 3,014 172 1,822 
INS a cb sare ouiesaaare 4,836 276 3,286 
CO Seen Pome 8,122 463 4,663 
| SOR ere ere ye 12,786 729 8,579 
pS er rey cre 21,365 1,218 10,685 
Di iindsre tecaeaueesan 32,050 1,827 15,430 
ee re 47,479 2,707 22,135 
SOPOT... 0c ccccccses 69,614 3,969 21,757 
SE cob vacecesawean 91,371 5,209 18,129 
er 109 , 500 6,243 38,420 
PR 56:00 cdc Keone 147,920 8,433 51,530 
SE 6 56:5:. ski are aaicieen 199,450 a a Sear 














May. ‘Taking the price index of January 1, 1922, as 100, the 
index number of May 1 for the whole of Russia was 1,709. In 
the next four months, May to August inclusive, the index still 
continued to rise, but more slowly, the monthly increase being 
then 9-17 per cent, until the index for all Russia was 2,683 on 
September «.2, A more complete record of retail prices, covering 
thirty-nine commodities of universal consumption, was kept for 
the city of Moscow. Table VIII shows the changing index 

t Gosudarstvennyie Finansy, pp. 4-7; Ekonomicheskaia Zhizn, Nos. 31 and 37 


(1023). The percentage increases of paper money from month to month, shown in 
the second column were calculated by the writer. 


2 Soyus Potrebitelei, No. 10 (1922), p. 21; No. 14 (1922), pp. 37-40. 
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numbers, side by side with the gold index, using the first week 
of January, 1922, as the base.* 

It can thus be seen that the organization of the Bank of 
Consumers’ Co-operation coincided with the period of unprece- 
dented money inflation and rising prices. Between March and 
September, ‘1 the first six months of the bank’s existence, retail 
prices increased by nearly 6.5 times for Russia as a whole. In 
the same period the circulating medium increased about 14.4 
times. The reason for the slower trend of prices lies in the 
growing commercial transactions and the development of 
business initiative during 1922, under the “Nep” régime in 











TABLE VIII 
E Index Numbers Index Numbers 

First Week of of 39 —_ of Gold 
BES ini siaincaereid 100 100 
CO ees 275 211 
as cevuceces 519 564 
SERS 1,011 786 
ere 1,724 1,679 
CO PEER re 2,165 1,429 
BE cares dccwan ote 2,256 1,375 
MR cicernnesd 2,398 1,536 
September. ....... 2,658 1,929 











trade and industry. In this period of inflation, depreciation, 
and price fluctuations, unparalleled in the history of the world, 
the new co-operative bank had its inception. It was the first 
bank outside the State Bank to be started in revolutionary 
Russia, looking to public trust and savings for the development of 
its credit operations. It had no rights of note emission like the 
State Bank. Trade was legalized, but it was very slow in devel- 
oping because of famine, disorganized markets, and transporta- 
tion, and because all forms of business connections and trade 
channels had been demolished. But if commerce was slow to 
make its appearance, credit was even slower, for credit is fed 
by habits of saving and deposit, by public trust and stability. 


* Gosudarstvennyie Finansy, pp. 90-95. 
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However, trade was no longer exorcised as a capitalistic sin, 
and business initiative, no matter how slowly, was coming into 
its own again. The co-operative movement was again inde- 
pendent, free to rebuild its societies and federations, and it was 
the first to feel the need of a common center for co-operative 
dealings and finance.* 

Organization and membership.—The Bank of Consumers’ 
Co-operation was formed on the plan of the former Moscow 
Narodny Bank, as a joint-stock association with a membership 
of co-operative societies purely. It was called ‘‘consumers” 
because the work of assembling, warehousing, and distribution 
of essential consumers’ commodities was still the principal concern 
of Russian business. The share capita! of the bank consisted at 
first of 1,300,000 “‘gold”’ rubles, formed of 13,000 shares of 100 
rubles each, to be paid in Soviet paper rubles according to the 
official rate of the Commissariat of Finance obtaining at the time 
of payment. The State Bank and the All-Russian Union of 
Consumers’ Societies took up 3,000 shares each. The bank was 
chartered by the Soviet of National Economy on February 1, 
1922, and ten days later, at the first delegates’ meeting, it was 
announced that the capital was oversubscribed, and that 60 
per cent of the regional and provincial consumers’ unions were 
already among the stockholders. The meeting voted to increase 
the share capital to 3,900,000 gold rubles. 

All through 1922 there have been isolated local efforts for the 
re-establishment of credit as banking departments of consumers’ 

tIt is recognized that the reader would be anxious to know what Russia’s 
money figures mean in terms of dollars. But it is not possible to so translate rubles, 
without a knowledge of daily market quotations. Here and there the value of 
paper currency is indicated in gold. However, comparisons are of doubtful value. 
One must remember that in this period Russia was revolving in a phase barely above 
utter economic debility, struggling out of years of war, revolution, and famine. 
The level of business activity and consumption in Russia before the war affords no 
means of comparison with present conditions, as Russia’s national income of 1922 
was around four billion pre-war rubles, or approximately 20 per cent of the national 
income of 1913. It is necessary to reassert that our prime interest here is to trace 
the evolution of the co-operative bank against the background of paper money 


and apparent economic chaos. The story of this bank is symptomatic, more or 
less, of co-operation in Russia, and of economic reconstruction generally. 
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unions.* But local resources were quickly exhausted.? The 
unions suffered from the insufficient and burdensome credit that 
could be had from the State Bank. The subject of credit 
was, therefore, the first and most pressing problem before the 
consumers’ movement, when the new bank was opened on 
February 20, 1922. The bank was organized at the moment 
when the co-operative organizations were beginning to work for 
their own risk and account, when the movement stood in need of 
a center promoting organized credit relationships. The new 
consumers’ bank proposed to carry on a regular deposit and dis- 
count business. It was to lend on the security of merchandise, 
documents, waybills, and other liquid collateral. The services 
of loan and discount were limited to co-operative organizations, 
although all other banking activities, such as the acceptance of 
deposits and current accounts, remittances, dealings in foreign 
exchange, were open to the general public. 

At the beginning, 63 per cent of the bank’s shares were held 
by central and provincial consumers’ unions, and about 23 per 
cent by the State Bank. Gradually its membership was extended 
to include the smaller district unions and even primary societies. 
On May 15, the total number of shareholders was 240 who sub- 
scribed for 14,768 shares, and three months later the number of 
shareholders increased to 297 holding 15,713 shares’ The 
shares were held by unions throughout the extent of European 
Russia and Siberia. The paid-up share capital on July 1 
amounted to 1,159,700 gold rubles, which increased to 2,244,700 
gold rubles on September 1.5 The entire authorized issue of 
shares was paid up by the end of October, and a number of 
unions made advances to the capital of the bank in anticipation 
of future stock issues. The actual payments on shares were 
made in paper rubles, on the basis of the current official rate of 


t Described in Kooperatsia i Finansy, No. 3 (1922), pp. 77-90. 

2 In 1922, the ratio between the owned resources of the consumers’ societies and 
their indebtedness to the provincial consumers’ unions was 1 to 2; at the beginning 
of 1918, the ratio was 1 to 8.5. Local credit in 1922 was indeed at the lowest ebb. 

3 Kooperatsia i Finansy, No. 1 (1922), p. 70; No. 2 (1922), p. 85. 


4 Ibid., No. 2 (1922), p. 14. 5 Soyus Potrebitelei, No. 14 (1922), p. 12. 
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gold exchange™ with the privilege of meeting payments partly 
with goods. 

Table IX shows the number of stockholding members at 
various periods, the amount of shares held by each class and 
group, and their ratio to the total paid-in shares: 

































TABLE IX 
SEPTEMBER I, 1922* DECEMBER 1, 1922t January 1, 1923f 
Mem-| Shares pond Mem-| Shares bod Mem-| Shares a 
bers Held age bers Held age bers Held age 
Consumers’ group: 
National unions........ 3 | 10,200 | 45.6 3 | 12,535 
Provincial unions...... 75 5,257 | 23.4 84 10, 269 
United societies... -| 76 1,904 8.5 | 192 33430 
Transport societies 36 558 | 2.4] 50 795 
Workers’ societies. . -| 37 557 2.4 35 378 
Voluntary societies... .. 93 89r | 4.0] 169 2,665 
ree 320 19,367 | 86.3 | 533 30,072 
Producers’ group: 
Agricultural associations|......]........|..+0++ 15 120 1.3 2 0.4 
Industrial associations. .|......]...+++++|s-+ee+ 15 1,651 3-5 a eeerr 4.1 
oO lug rr 12 393 0.5 OS Biccce-cae ae 
eee 2 80} 0.3] 42 2,164 | 5.3 52 2,204 | 5.6 
Soviet State Bank...... I 3,000 | 13.4 I 9,000 | 21.8 I 9,000 | 21.6 
Grand total....... 323 22,447 |100.0 | 576 41,236 |100.0 | 6or 41,548 |100.0 
































* Soyus Potrebitelei, No. 14 (1922), p. 12. 
t Kooperatsia i Finansy, No. 3 (1922), pp. 63, 117. 
t Ibid., No. 4 (1923), pp. 38-39. 


It appears from Table IX that after the month of September 
the membership of the bank reached out to include a larger 
number of primary consumers’ societies, while the relative posi- 
tion of the central and provincial unions decreased. The bank 
has also come to see among its stockholders a number of pro- 
ducers’ associations in the fields of agriculture and village indus- 
tries. In September, the producers’ groups held a total of 


t The gold exchange rate of the State Bank was around 120 paper rubles of 
“issue of 1922” in August. This rate was considerably behind the open-market 
quotations. At the end of September, the power to fix the rate of gold exchange, 
in conformity with the market, passed to a special Exchange Commission. The 
latter changed the rate at frequent periods; it advanced from 360 rubles per gold 
ruble on October 1 to 850 rubles on November 1, but still they remained behind the 
market quotations. 
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80 shares, or 0.3 per cent of the stock, which increased at the end 
of the year to 2,294 shares constituting 5.6 per cent of shares 
outstanding. The State Bank and the All-Russian Union of 
Consumers’ Societies (Centrosoyus) were the two largest stock- 
holders, each owning 9,000 shares. 

Assets and liabilities —Table X shows the principal assets 
and liabilities of the Bank of Consumers’ Co-operation, accord- 
ing to the balance statements of ten successive months in 1922." 
All figures are shown in million rubles of the “issue of 1922.” 


TABLE X 








Mar. | April} May | June} July | Aug. | Sept. | Oct. Nov. Dee. 
I I I I I 





Assets: 
0 ere 3-56) 2.22/43.12|] 2.38) 48.21) 74.92/212.49 48.91 56.97| 427.40 
ES SEs eee CN SE Tee! Sa SS Ae 17.30 6.35 


Loans and discounts. .} 8.92/19.55|18.31|31.99| 66.82/181.95|269.75| 685.75} 960.83! 967.00 
Brances and corre- 








spondents........ ©.10] 1.51) 0.68) 4.81] 13.56] 52.65) 71.42] 124.09] 232.28] 293.18 
Merchandise........|..... 3-41] §.20|12.15} 13.00} 16.05] 41.67 99.61 44.34] 89.48 
Deferred charges. ...}| 0.17] 0.64] 1.55] 3.18] 5.90] 9.01] 15.68 24.07 44.24] 65.57 

| ere ©.04] 7.62] §.27| 7-35] 7-37] 13.18] 13.00 47.28 34.060] 128.42 

Liabilities: 
Ds cisanaccued ©.03/26.44/26.49]/32.11| 32.89] 38.17/132.05] 330.51] 500.81) 506.76 
Deposits. .. . ..+| 2.87] §.66)14.39)12.82] 96.25/234.25|370.45| 440.04] 213.70] 601.15 
Borrowings . Pe ee ee ntcegt Melllesee ga 3-80] 14.44 89.61] 343.74] 354.82 
Se «++2+] 0.82] 3.98)/10.76] 17.82] 30.78) 67.66) 108.13) 212.69] 363.77 
ESS 9.89} 1.93} 0.83) 3.76] 7.90] 40.67] 30.43 02.32] IIg.05} 152.0F 
MRviséicokes 12.70/34.84/45 .69]01 .86/ 154 .86/347 . 76/624 .03]1,030.62/1,389.90/1,978.52 



































An examination of the bank’s statements shows that in the 
first six months of operation, the balance sheet increased 48.8 
times by September 1, and that by November the increase 
amounted to 108.7 times, as compared with the statement of 
March 1. These absolute increases in rubles were at the same 


* Kooperatsia i Finansky, No. 2 (1922), pp. 14-18; No. 3 (1922), pp. 62-67. 
Between April 1 and October 1, the assets of the co-operative bank increased 30 
times, from 34.8 million rubles to 1030.6 millions. In stable values, according to the 
commodity index, the increase was from 188,265 pre-war rubles to 1,620,474 rubles, 
or 8.5 times (Na Novykh Putiakh, U1, 211). On October 1, the consolidated assets of 
the State Bank and its branches amounted to92,500,ooocommodity or pre-war rubles. 
Private banking institutions had assets of about 500,000 rubles. Total of banks’ 
assets in the country were 94,600,000 rubles. As compared with pre-war times, 
when banking credit resources amounted to 9,297,000,000 rubles, the present credit 
facilities are 98.5 times less than those of 1913 (Na Novykh Putiakh, I, 219). 
The monetary circulation, expressed in stable values, decreased by approximately 
7 times between 1913 and October, 1922. 
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time indicative of the bank’s business expansion, notwithstanding 
the progress of money inflation and depreciation. That this 
was the true state of affairs may be verified by reference to the 
previous tables of money and prices. For purposes of compari- 
son, Table XI has been prepared by the author, showing the 
number of times the principal assets and liabilities have increased 
since March 1, which is here assumed as one. On the same 
basis, the increases in the country’s outstanding note circulation 
are also shown for the same period. 














TABLE XI 
INCREASE IN ASSETS AND LIABILITIES 
1922 a=. 
Total Capital | Deposits | [Loans and 
PD Biss cictvew wee 1.0 1.0 1.0 1.0 1.0 
Ms venaiiccasess 2.7 881.3 1.9 2.2 1.7 
| ee ree ces 3.6 883.0 5.0 2.0 2.6 
| errr. 4.8 | 1,037.0 4.5 3.6 4.4 
Se Siadcecansoes 12.2 1,096.3 33-5 7.8 6.6 
DE CECT Ce $9.3 1,272.3 81.6 20.4 9.8 
September 1......... 48.8 | 4,401.7 129.1 30.2 14.4 
2 ae ae 80.6 |11,017.0 156.3 76.9 18.9 
November 1......... 108.7 |16,693.6 74.5 107.7 $2.7 
December 1 ......... 154.7 |16,892.0 209.5 108.4 30.6 




















However, a bank’s business expansion, important as it is as a 
measure of development and commercial prosperity, is not as 
significant as the how of its business growth, that is, the relative 
proportion of each liability or asset, by separate months, to the 
combined liabilities or assets. This relationship is presented in 
Table XII. 

The capital of the bank consisted of three items: (1) the 
reserve capital which was a constant figure of 500,000 rubles of the 
“issue of 1922”’; (2) the organization fund which varied from a 
minimum of 610,000 rubles on April 1 to a maximum of 19,040,000 
rubles on December 1; and (3) the paid-up or fundamental capital 
—the chief source of the capital. In the first four months more 
thea one-half of the balance sheet was a capital liability. The 
current deposits and accounts payable were very small, but they 
continued to grow, constituting an index of increasing public 
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trust and confidence as well as being a wource of financial support 
to the bank’s customers. This was fairly well apparent by July 1, 
when the deposits made up 62.1 per cent of all liabilities. The 
financial crisis which swept over Russia at the end of September 
and continued through October reduced the relative pdsition 
of the deposits, but the bank was in a strong position to meet 
punctually all public demands from its accumulated capital and 
from loans advanced to it. The bank quickly righted itself 
when the crisis passed, revealing the financial soundness and 


TABLE XII 


PRINCIPAL ASSETS AND LIABILITIES, IN PERCENTAGES OF TOTAL 
































PRINCIPAL LIABILITIES PRINCIPAL ASSETS 
2 0 
Bat  0v 
1922 % 3 aa ag g 
os | < | 82 | 38 | 88 3 
$/3)2|¢é | £8 | 28 |B8s| 3 
| & | 2] E | st] ga [gos] & 
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Ee Tee Ss ht = 2 See peer 20.5 1:Gp.9 1 OB hicceee 
ER EE Se eo ok = oe os ee 29.8 | 56.1 |] 4.3] 9.8 
De 57-9 | 31-5 - Ss eae 46.6 | 40.0 1.8 | 11.6 
| Seen e 50.3 | 20.7 | 16.4 | 8.7 | 21.4] 51.7 7.81 19.0 
pp SRR re O6.¢ 7 G6. | SE-8 4. wks es 30.5 | 43.2] 8.9] 8.4 
| Pare ore er 11.0] 67.4] 8.8 1.2 | 28.0 | 52.3 | 15.2 4.6 
September 1.........] 21.2 | 59.3 | 10.8 2.3 | 38.8 | 43.2 | 11.4] 6.6 
i ee 32.8 | 42.7] 10.5 | 8.3 | 12.0] 66.3 | 12.0] 9.7 
November 1.......... 30.0 | 15.4 | 15.3 | 24.7 | 11.1 | 69.1 | 16.7 3.1 
December 1.......... 25.6 | 30.4 | 18.4 | 17.9 31.8 | 48.9 | 14.8 4.5 











stability of the co-operative bank which built up its business on 
the basis of capital and public deposits as against a policy of 
government subsidies and loans exciusively.* Even at a critical 
moment, as pictured by the condition of the bank on November 1, 
when the deposits dropped to the lowest level of 15.4 per cent, 
the combined capital and profit accounts represented 51.3 per 
cent of the liabilities. It was in this period, too, that the co-opera- 
tive organizations were paying up on their subscribed shares at a 


* However, it is not to be inferred that the bank was opposed to government 
loans. It fully realized the inadequacy of its own resources for the needs of co- 
operative business, and appealed to the State Bank for credit, but the latter declined 
to give it sufficient aid. 
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more rapid rate than before. Nothing else proved so conclusively 
the soundness of the bank’s policy as when it linked its fortune 
with the co-operative movement, pursuing a course of highest 
banking integrity at a time of greatest economic instability in 
the country. 

Turning to the consideration of the assets, we find additional 
confirmation of the bank’s success and the position which it came 
to occupy as a loan and discount institution for co-operative 
societies. The assets consisted principally of two kinds: (1) the 
so-called “‘non-productive” assets which yielded no income to 
the bank, such as cash and current accounts in the State Bank, 
securities, foreign currency, deferred charges, and other assets 
which could not be used for advancing credits; and (2) the 
“productive” assets, consisting of loans and discounts, accounts 
with branches and correspondents, and merchandise owned by 
the bank itself. At first glaace it would appear that an unusually 
high percentage of the assets was “‘non-productive”’ in character. 
The merchandise item also would seem to indicate that the bank’s 
business was not purely a banking one. A partial explanation 
is found in the fact that in this period of co-operative reorganiza- 
tion following the restoration of the principles of free trade, when 
the demand for goods was sharp and the mechanism of exchange 
functioning but poorly, it was incumbent upon a co-operative 
organization to serve the practical needs of its member societies, 
even at the price of departure from purely banking principles. 
Again, at a time of unheard-of inflation and violent price changes, 
there was the constant danger that the capital of the bank would 
be wiped out in very little time, unless safeguarded against 
depreciation. The officers of the bank were faced with the 
double problem of always being in position to pay on demand, 
and of safeguarding the value of the original capital against the 
inflation and rising prices which coincided with the first three 
months of the bank’s existence. The “‘non-productive” assets 
fluctuated, in view of the general insufficiency of operating capital, 
with every business flurry and the consequent necessity to keep 
cash on hand against possible demands. The bank found it 
necessary to hold part of its non-productive assets in stable 
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currencies and securities, and it also gained in the natural 
enhancement of its merchandise stocks what it lost from exchange 
depreciation. As conditions improved, the merchandise assets 
tended to decrease in their relative importance, while the loan 
and discount operations and accounts with branches increased, 
reaching their maximum in the financial crisis of October when 
the bank was in position to bolster up its members with more 
credit when credit was wanted most. 

It is difficult to say what place the credits advanced by the 
Bank of Consumers’ Co-operation occupied in the finances of 
consumers’ co-operation, for there is no consolidated balance 
statement in existence from which one could learn of the extent 
of their dependence on the central bank. But a partial idea may 
be gathered by an examination of the balance statements of nine 
provincial unions in various regions of Russia, from which it 
appears that the credits established by the bank constituted on 
July 1, 1922, only 3 per cent of their liabilities, and 7 per cent on 
November 1, 1922,' ‘The resources of the central bank were 
too small to enable it to be of greater service to the co-operative 
organizations everywhere. However, it strained them to the 
utmost as could be seen by examining again the monthly accounts 
of the bank, which show that the loans and discounts formed from 
one-half to three-fourths of all assets, and were usually more than 
twice the amount of the capital, after the fourth month of opera- 
tion. Even to a greater extent than its predecessor, the Moscow 
Narodny Bank, the Bank of Consumers’ Co-operation from the 
beginning helped to ameliorate the financial difficulties of the 
co-operative societies and their unions.? It is estimated that the 
bank supplied about 6 per cent of the working capital of con- 
sumer’s co-operation in 1922. 


t Soyus Potrebitelei, No. 3 (i923), p. 38. 


2 On January 1, 1923, the bank’s loans and discounts amounted to 1,248 million 
rubles of 1922 issue—s5 per cent of all assets, and 216.4 per cent of the capital 
(Koop. Dele, No. 6 [1923]). Considering the abnormal times, the necessity to tie 
up assets in merchandise and other stable values, etc., the bank was rendering a 
relatively greater service than its predecessor, the Moscow Narodny Bank, in its 
first year. At the end of ro1r2, the latter’s loans and discounts represented 79 
per cent of all assets, and 191 per cent of the capital. 
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A more definite idea of the part played by the bank as a 
source of credit to the co-operative movement may be got from 
the following facts. On October 1, 1922, the bank’s loans and 
discounts amounted to 685.7 million rubles of 1922 issue, or 
1,080,000 pre-war rubles as estimated from the commodity 
index numbers. The Soviet State Bank, which was the largest 
source of credit in the country, had on the same date co-operative 
loans and discounts amounting to 1,965.1 million paper rubles of 
1922, OF 3,120,000 pre-war rubles—three times the amount of 
credit extended to the movement by the co-operative bank 
itself. The credit of the co-operative bank was drawn from 
the resources of the population itself; it rested on their confidence 
and trust. Judging by the outstanding indebtedness of govern- 
ment, co-operative, and private business enterprises as of 
October 1 in the various banks of the country, the Bank of 
Consumers’ Co-operation financed 11.5 per cent of the trade, 
and the All-Ukrainian Co-operative Bank, a smaller central 
co-operative, 3.1 per cent; the remainder falling to the Soviet 
State Bank and joint-stock commercial banks.? 

The credit of the bank was at first for consumers’ organizations 
entirely. But since August, a new class of co-operative organiza- 
tions were drawn to the bank, the agricultural and industrial 
associations, denominated the producers’ group. On November 
1, the outstanding indebtedness of this group amounted to 9.8 per 
cent of the total loans and discounts of the bank, and in the next 
two months it further improved its credit position, for on Janu- 
ary I, 1923, its indebtedness was 22 per cent of the total out- 
standing.? In other words, the Bank of Consumers’ Co-operation 
was becoming, in practice, the central bank of the co-operative 
movement generally. 


t Na Novykh Putiakh, I, 212. 

2 Ibid., I, 289 ff. It needs to be reiterated here that the credit of the two 
co-operative banks was exclusively for the business of co-operative organizations. 
But the latter also availed themselves of credit facilities in other banks. Of the 
8,146,904 pre-war rubles’ of mercantile credit outstanding October 1, the govern- 
ment trading syndicates and trusts accounted for 50 per cent of the total; co- 
operative organizations had 40 per cent; private firms, 10 per cent. 


3 Kooperatsia i Finansy, No. 4 (1923), p. 42. 
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The total sum of credits established by the bank and its 
branches in eight months, March to October, inclusive, amounted 
to about 1.38 billion rubles of the “issue of 1922,” allocated 
among the different co-operative organizations as shown in 
Table XIII." 




















TABLE XIII 
Rubles Percentage 

Provincial consumers’ unions...| 679,581,650 49-3 
Central consumers’ unions. . .. . 137,750,000 10.0 
United consumers’ societies. . . . 180, 596,000 13.1 
Voluntary consumers’ societies. . 196,097,950 14.2 
Transport consumers’ societies. . 65,770,850 4.8 
Army consumers’ societies... .. 40,800,000 2.9 
Producers’ associations. ....... 78,370,000 8.9 

IE cs haces ois wake kes 1,378,965,450 | 100.0 





It is now possible to consider the net profits of the Bank of 
Consumers’ Co-operation for the first period of its activities, 
from April to December, 1922. These facts are shown in Table 
XIV.? 
































TABLE XIV 

Gross Prorit a Net Prorit 
— Million — Million | Percent-| Million | P — Percent- 
Rubles of All a Rubles of | age of | Rubles of AL rd age of 
1922 bilities 1922 |All Assets} 1922 bilities Capital 
5 ere o.81 2.0 0.46] 1.3 0.35 0.7 1.3 
| ee 2.28 4.9 1.33 2.9 0.95 2.0 3.6 
eae 10.82 17.5 2.89 | 4.6 7.93 12.9 25.5 
| 2 eee 18.76 II.5 5.40 | 3.5 13.36 8.0} 40.6 
IE Bi wiinceaae 30.78 8.8 9.01 2.6 $3.97 6.2 57.0 
September 1...... 67.66 10.8 | 15.68] 2.5 51.98 8.3 | 39.3 
CORDEE Bq. ccc 108.13 10.5 24.97 2.4 83.16 8.1 25.2 
November 1...... 212.69 15.31 44.241 3.2 168.45 22.2 33.6 
December 1...... 363.77 18.4 65.57 $3 298.20 15.1 58.8 








The figures show that the business of the bank was well 
conducted, for the ratios of gross profit and expenditure tended 
to remain uniform and low. The high percentage of net profit 


 Soyus Potrebitelei, No. 16 (1922), p.11. (The branches of the bank accounted 
for only 243,994,000 rubles of credits advanced.) 


? Kooperatsia i Finansy, No. 2 (1922), p. 19; No. 3 (1922), p. 67. 
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in relation to the bank’s capital is of course no index of earnings, 
for the capital consisted of devaluated paper. The high rate 
of profit was chiefly in the nature of an insurance against the 
ravages of constant monctary inflation. The administrative 
expenses of the bank in 1922 amounted to about 180,000 gold 
rubles, or 3 per cent of the loans and discount operations; one- 
third of the expenses were for taxes and social insurance. No 
other institution could show so low an expense ratio. In the 
Soviet State Bank, expenditures constituted 4 per cent of loans 
and discounts; in the All-Russian Union of Consumers’ Societies, 
expenses were 7 per cent of the turnover, and in the average 
provincial consumers’ union the ratio was g per cent." 

The bank was very cautious in its loan and discount operations. 
Members applying for credit were required to submit detailed 
information which would throw light on the character of their 
organization and business. They were required to fill out a 
special blank in which they were to show the time of the last 
delegates’ meeting, the number of members, co-operative affilia- 
tions, the value of the share capital and the manner in which 
it was formed, the extent of members’ supplementary liability, 
and a variety of essential economic facts concerning the region 
of business operation, assets and liabilities, the purpose to which 
the new credit would be put and the manner in -vhich it would 
be liquidated. The bank pursued a selective ,licy, because 
of the great demand for aid, and because its credi.; were supple- 
mentary in character. The principal basis of applicants’ 
business was assumed to be their own working capital, their 
undivided profits, and the credits of the State Bank and other 
local institutions. The bank’s credit was a short-time credit— 
for three weeks at first, gradually raised to six weeks; in the 
last third of the year about two-thirds of all loans were repre- 
sented by sixty-day grants of credit. 

The discount rate was naturally the most serious aspect of 
the financial situation confronting the bank. It had a service to 
perform to the co-operative movement, to stimulate the flow 
of goods, and to re-establish credit relationships. It was also 


t Ibid., No. 4 (1923), p. 24. 
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bound to preserve the capital and the assets of the bank against 
the ravages of paper money, and to save the bank itself. The 
conscious choice was on the side of service, so long as the bank 
could keep its head above water. In the first few months, when 
prices were doubling monthly, the bank’s discount rate varied 
between 30 and 45 per cent, when 125 per cent would have been 
businesslike. In the brief period of comparative money stabiliza- 
tion, May—August, inclusive, when prices were still rising by 10 
per cent each month, the bank’s charge was 4-5 per cent and 
not the usual 15 per cent. That the discount policy was tinged 
with philanthropy the bank’s managers did not deny, although 
there was the theoretical defense to the effect that while the 
rate of capital insurance against inflation was determinable with 
reference to the past, the rate could be no guide for the future. 
Of course it was made up by profits in commercial operations, 
All the same, the policy of the bank shows that at a great sacrifice 
to itself, it was less interested in profits for their own sake, and 
more in facilitating the flow and exchange of goods—in starting 
the wheels of commerce in motion. A low discount rate was the 
lever by which co-operative commerce was to be lifted out of the 
economic morass. With remarkable lucidity the chairman of 
the Executive Board, D. I. Golenishchev-Kutuzov, described the 
situation before the delegates’ meeting of January 26, 1923, 
saying in part: 

It was imperative to create favorake conditions of credit first of all, 
so that our co-operative movement would again accustom itself to credit 
and banking relations. True, there was sacrifice in it, but the sacrifice was 
collective, falling on all alike, all credit-using organizations bearing together 
the sacrifice involved. ... . : 

The Bank of Consumers’ Co-operation also took the initiative 
in establishing branches in other parts of the country, and unlike 
a purely commercial bank, it was not guided in this work by 
considerations of only pecuniary advantage. It did not confine 


t Ibid., p. 19. Business in Soviet paper rubles was bound to lower the actual 
value of the share capital. Its nominal gold value on January 1, 1923, was 4,154,800 
rubles, but it was paid up in paper rubles at the official rate of exchange which was 
from 15--50 per cent behind the market at different times. The actual value of the 
share capital at the end of the year was about 31 per cent of its nominal value. 
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itself to commercial centers, to the neglect of the outlying agri- 
cultural regions. ‘The first branch was opened in Petrograd on 
March 15, but the second branch, started in July, was at Novo- 
Nikolaevsk, in Siberia. There were six branches at the end of 
the year. They were under control from Moscow, although 
each was managed as an independent entity in the interests 
of the local co-operatives. At stated periods the branch man- 
agers convened in Moscow for conferences and exchange of 
experience. 

Beginning with November, 1922, the bank introduced a 
system of loans, deposits, and repayments in terms of gold calcula- 
tions, following the published rate of the Exchange Commission. 
This was in the interest of all concerned, and the deposits of the 
bank did not fail to respond to this form of capital insurance. 
The system worked without serious prejudice to debtor and 
creditor so long as the market levels of goods and gold retained 
an equitable parallel relationship; but when the gold index 
numbers shot ahead—of the commodity index numbers, as it 
happened in November and December, the illusion of fairness 
disappeared. ‘Then the advisability of supplanting the “gold” 
ruble by a “commodity” ruble was raised generaily in co- 
operative circles. 

In summarizing the services rendered by the bank in 1922, 
in ten months of operation, one should bear in mind that the 
bank did not properly get under way before midsummer. It 
was first of all an institution of loan and discount. Its credits 
amounted to 50 trillions of old Soviet rubles, or 5 billions of the 
“issue of 1922” rubles, of which 3.7 billion rubles was advanced 
by the home office and 1.3 billion rubles by its branches. In 
terms of gold, these credits amounted to about 6,000,000 gold 
rubles. Not an impressive sum, but it was not far behind the 
credits granted to co-operatives organizations by the State Bank 
and its network of branches, which gave but 8.7 billion rubles 
of the “‘issue of 1922” or about 9,000,000 gold rubles.t The bank 
was also au institution of deposit; during 1922 deposits of all 
kinds amounted to 13.4 billion rubles of “1922 issue” in the home 


* Ibid., p. 15. 













































48 EUGENE M. KAYDEN 


office, and 3.3 billion rubles in the branches. The combined 
deposits of 16.7 billions were valued at 16,000,000 gold rubles; 
of this 80 per cent was co-operative in origin, 16 per cent came 
from public institutions, and only 4 per cent from private sources." 
Still the bank was undeceived about the place its credits occupied 
in the working capital of the co-operative societies. Thus the 
report of the bank’s credit division: 

The credits granted were not so important in themselves in increasing 
the working capital of co-operation, as in their power of facilitating timely 
settlements between provincial unions, on the one side, and government 


trade organizations and the All-Russian Union of Consumers’ Societies, 
on the other. In this respect the réle of the bank was extremely significant.? 


In other words, the bank without accumulated funds of its 
own rendered a social economic service by making possible the 
circulation of goods in a country still in the shadow of chaos 
and famine. It was justified, by the results of the first year, in 
its optimistic expectations of greatly exceeding its predecessor, 
the Moscow Narodny Bank, with each step in Russia’s economic 
rehabilitation and progress. It was no mean accomplishment 
for the bank to steer its course through the dangers of economic 
distress and monetary chaos such as no country of modern 
times has experienced. 


THE ALL-RUSSIAN CO-OPERATIVE BANK 


Toward the close of the year 1922, it was fairly evident that 
the Bank of Consumers’ Co-operation was becoming in effect 
a central bank for all forms of co-operation. Feeling the growing 
demand for a national consumers’ and producers’ co-operative 
bank, representatives of co-operation met on November 27 
to consider the problem of reorganization. A commission of 
thirteen was appointed to draw up terms of agreement, and at the 
second meeting, on December 4, resolutions were adopted estab- 
lishing the “All-Russian Co-operative Bank” (abbreviated, 
Vsekobank). ‘The founders of the bank were the twelve national 
co-operative federations then in .existence—in distributive, 
agricultural, forest, credit, insurance, publishing, and handicraft 


2 Ibid., p. 16. 





t Ibid., pp. 12, 13. 
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co-operation. They moved to make the bank’s stock always 
open to newcomers—primary associations and federations—and 
so the capitalization was fixed for the time being at 10,000,c00 
gold rubles, in shares of too gold rubles, purchasable from the 
bank only, and not transferable among members without its 
consent. It was decided, too, to repurchase gradually the 
9,000 shares held by the State Bank, or to convert them into 
a long-term loan. It was also agreed that the producers’ group 
of co-operation should be entitled to not less than one-half of all 
short-term credits; that the bank was to remain neutral on all 
questions of co-operative structure; and that it could engage in 
supply and marketing operations, provided its trade activities 
were not to the prejudice of co-operative organizations in the 
same field.’ 

The new bank was formally constituted on January 27, 
1923, and incorporated by the Soviet of Labor and Defense on 
February 9. 

The executive board of the All-Russian Co-operative Bank 
consists of seven members, elected for three years. Six of the 
members are elected from each group of co-operation—consumers, 
agricultural, industrial—two from each, and one is nominated by 
the State Bank in agreement with the All-Russian Central Union 
of Consumers’ Societies. The council of the bank numbers 
thirty-seven. Of these, twelve are elected from the consumers’ 
group, ten from the agricultural and industrial groups each, and 
five are chosen from the public to represent the best interests of 
industry, agriculture, commerce, and finance. The council 
constitutes a superior organ of supervision and advice, making 
decisions in the most important problems and questions of policy 
confronting the bank. The committee of inspection is elected 
yearly by the deiegates from representatives of the three groups 
of co-operation. Subject to the executive board is a discount 
committee of eight members; six are nominated by the council 
from panels of candidates presented by each of the three groups 
(two from each), and two at the recommendation of the executive 
board itself. 


t Ibid., No. 3 (1922), pp. 106-11; No. 4 (1923), pp. 84-85. 
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The executive board, the council, and the committee of 
inspection are elected at the general meeting of delegates by a 
majority vote. Three paid-in shares entitle the holder to cast 
one vote, and every additional ten shares carry with them one 
extra vote, but no organization, irrespective of its shareholdings, 
is permitted to cast more than one-twentieth of the votes present. 
Shareholders with less than three shares are permitted to combine 
their forces and cast a vote for every three paid-in shares. All 
shareholders bear a supplementary liability for the bank’s 
obligations to five times the value of their holdings. The 
delegates’ meeting alone has the power to allocate the net profits, 
after a prior deduction of not less than 25 per cent to the reserve 
capital, to grant bonuses, to contribute to educational and 
welfare activities, and to form special capital. The delegates’ 
meeting votes on the preliminary budget, introduces amend- 
meiits, and changes in the capitalization of the bank. 

The actual business of the bank is carried on in a number of 
administrative divisions—credit, trade, finance, inspection, 
accounting, agriculture, operations, and the secretariat—each in 
charge of a member of the board. The number of branches in 
June, 1923, was fourteen, besides the five agencies in Moscow 
itself, a large number of co-operative correspondents at home, 
and nine foreign correspondents. The bank gives short mercan- 
tile credits, also credits of one to three years for agricultural 
purposes. It is a regular bank of deposit and loans and dis- 
counts. It may also engage in purchase and sale on commission 
or independently, although in the latter case its operations are 
limited to one-half of the initial capital. 

From the time of its organization the bank has increased in 
membership by nearly one-half. The shares had been revalued 
since May and written off, in correspondence with their actual 
gold value, since they had been acquired in 1922 in paper rubles 
at an artificial rate of exchange. On August 1, the number of 
shareholders was 941 holding 44,311 paid-in shares. The group 
of producers’ co-operation has increased its holdings from 8.7 per 
cent of the total to 34 per cent. The miscellaneous group now 
included, aside from the State Bank, co-operative housing, 
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publishing, and insurance associations. Of the 941, the primary 
consumers’ and producers’ associations numbered 626 which 
held in the aggregate 6.5 per cent of all shares. The twelve 
central federations owned 63.1 per cent, and the remaining shares 
were principally in the hands of district and provincial unions. 


TABLE XV 


THE DISTRIBUTION OF THE BANK’s SHARES IN FEBRUARY, May, Avcust, 
AND SEPTEMBER, 1923 








SEPTEMBER I, 


FEBRUARY 1, 1923* May 1, 1923t AucustT 1, 1923f 19239 





Mem- | Shares Per- Mem- | Shares Per- Mem- | Shares Per- Shares Per- 


cent- cent- cent- cent- 
bers | Held age bers | Held age bers | Held age Held age 





Consumers’ group] 585 |30,321| 70.3 644 131,024] 68.8 679 |26,615| 60.1 |28,452] 58.6 
Producers’ group 96 | 3,812} 8.7 166 | 4,839] 10.7 249 |15,103| 34.0 |17,415| 35.9 
Miscellaneous... . I | 9,000] 21.0 10 | 9,259] 20.5 13 | 2,503] 5-9] 2,700] 5.5 





. ee 682 |43,133|100.0 820 |45,122|100.0 | 941 |44,311/100.0 |48,576|100.0 






































*Soyus Potrebitelei, No. 3 (1923), p. 38. 

tLesnaia Kooperatsia, No. 8-9 (1923), p. 11. 
tKoop. Delo, No. 35 (1923), Pp. 7. 

qVestnik Selsko-khos. Koop., No. 19 (1923), Pp. 32- 


The working resources of the Vsekobank and its branches 
in the first eight months of 1923 increased from 252,717 
to 2,617,274 chervonets,’ better than tenfold, in stable values. 
Table XVI shows the working capital, or liabilities, of the bank 


in its home office and its branches, on January 1 and September 1, 
1923.” 

t The chervonets banknote was authorized by the decree of the Council of the 
People’s Commissaries of October 11, 1922. The “chervonets” is a gold coin 
equal to ten former gold rubles; it is equal at gold par to £1.06, or $5.146. The 
banknotes are credit notes of the Issue Department of the State Bank, covered by 
gold and stable foreign money up to 25 per cent and by liquid short-term bills of 
exchange up to 75 per cent. Thus, Soviet Russia possesses today a dual and 
parallel currency: one stable, preserving a relatively unchanged buying power with 
regard to dollars and pounds sterling; the other, the paper ruble, continuously 
falling in exchange and used in daily transactions mainly. The two currencies 
circulate freely without any fixed legal correlation between them; the market itself 
places each one within its own sphere. On January 1, 1923, the chervonets was 
quoted as 175 rubles of the 1923 type (this ruble is equal to 100 rubles of the 
1922 type, or 1,000,000 former Soviet rubles). On June 1, the quotation was 580 
rubles; on September 1, it was 2,050 rubles. On the latter date, sterling was 
1950, and dollars 425 rubles of the 1923 type. 

2 Vestnik Selsko-khoz. Koop., No. 19 (1923), pp. 29-30. 
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The relative increases in deposits and borrowings are especi- 
ally significant. On January 1, the deposits of all kinds formed 
12.3 per cent of all working resources; eight months later, 25.8 
per cent. Borrowings also increased from 18 to about 40 per 
cent of the bank’s liabilities. 

The year 1923 was one of greater stability in banking and 
business than the preceding year. Deposits, loans and discounts, 
and all other forms of contractual relationship came to he 
expressed in gold or chervonets values. The depreciated paper 
ruble was for daily transactions only, taking its value from the 
market. The bank’s cash was now rarely above 1.2 per cent of 
its assets; it held no more in paper rubles than was absolutely 


TABLE XVI 























JANUARY I, 1923 | SEPTEMBER I, 1923 
Home Office | Branches Total Home Office | Branches Total 

Capital....... FY errr 34,257.8 Ae 4096, 804.7 

Deposits ae 22,783.3 8,235.5 31,018 .8 324,582.0 349,792.0 674,374-¢ 

Borrowings ... 42,792.2 2,612.4 45,404.6 | 943,549.4 100,155.0 | 1,043,704.4 
Due to Home 

GEIB cs cceckicccsscscces 35,310.4 Pe ee 135,796.0 135,796.0 

ES ES PELE BE etay a ) pereneaee: 81,304.6 

Various....... 105,351.0 1.374-5 100,725.5 124,350.0 60,850.5 185 ,200.5 

, re 205 .184.3 47,532.8 252,717.1 |1,970,680.7 646,503.5 |2,617,274.2 




















necessary in the course of daily payments. The actual cash 
reserve was represented by chervoneis banknotes, foreign drafts, 
and gold. But the position of first importance among the 
assets was naturally taken by loans and discounts. On Sep- 
tember 1, the indebtedness of the co-operative movement to its 
central bank was represented by 1,872,653 chervonets, or 71.5 per 
cent of all assets, while at the beginning of the year it was less 
than one-half. The progress of the Vsekobank as a source of 
credit to the movement is measured both by the number and 
amount of credit. In the four months, January-April, the 
bank opened credits amounting to 403,755 chervonets on 541 
accounts. In six months, January—June, the credits amounted 
to 1,080,196 chervonets on 933 accounts.? In eight months, 
January—August, the total credits amounted to 2,539,219 


* Lesnaia Kooperatsia, No. 8-9 (1923),p.10. * Koop. Delo, No. 34 (1923), p. 7- 
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chervonets against 1,320 accounts; of this amount 52.5 per cent 
was for consumers’ organizations, 45.5 per cent for the pro- 
ducers’ group, and 2.0 per cent for miscellaneous co-operative 
organizations.‘ Thus the credit was fairly equally divided 
between the two groups of co-operatives, and not in proportion 
to their shares. Nor was the policy of the bank in favor of its 
individual strong members. Although the central all-Russian 
federations contributed over six-tenths of the capital, their share 
in the credits established by the bank during eight months was 
but 17 per cent, while the regional and provincial co-operative 
unions received 62.1 per cent, the local district unions 11.2 per 
cent, and the primary co-operatives 9.7 per cent. 

Aside from purely banking loans and discounts, the bank 
acted as the distributor of a special fund of 3,000,000 gold rubles 
established by the Commissariat of Finance for the purpose of 
financing labor consumers’ societies for supplying their stores 
with clothing, footwear, utensils, etc.2 ‘The bank borrowed of the 
special fund from time to time as it became necessary. Another 
government credit was extended to it for one year amounting 
to 1,500,000 gold rubles, in order to finance the productive needs 
of agriculture and home industries. These credits were supple- 
mentary in character, were calculated in chervonets, and given 
on the security of two-name paper and other collateral for periods 
not over one year. 

Among the liabilities of the bank, the largest items fall to 
borrowings from the State Bank and the Commissariat of 
Finance, and to deposits and current accounts. It has not only 
conserved its share capital against the forces of inflation, but it 
has actually increased itin size. ‘The bank has initiated a system 
of small deposits calculated in stable chervonets notes, in order to 
enable associations and individuals to insure their savings 
against depreciation. It is establishing contact with co-operative 
housing associations, of which there are over 3,000 in Moscow 


t Vestnik Selsko-khoz. Koop., No. 19 (1923), p. 30. (Compare the credits of 
over 25,000,000 gold rubles established in eight months of 1923 with the credits of 
only 6,000,000 gold rubles given by the bank in a similar period of time in 1922). 


2 Koop. Delo, No. 16 (1923), p. 4- 3 Ibid., No. 15 (1923), p. 3- 
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alone, as their depository for house rents and repair and fuel 
funds, secured against devaluation by gold calculations. 

The trade of the bank has been limited to financing the export 
of central co-operative organizations, in flax, eggs, bran, timber, 
furs. But trade occupies a modest place among the assets, 
as the bank is by its by-laws prohibited from infringing on the 
organic structure and business of its members. Still it has done 
important work in the marketing of products at home and 
abroad. It is also one of the founders of the nation-wide organi- 
zation known as ‘“‘ Grain Export,”’ established for the joint market- 
ing of grain abroad. 

The work of the Bank of Consumers’ Co-operation, now the 
All-Russian Co-operative Bank, had been in most respects more 
difficult than that of its pre-revolutionary predecessor, the Mos- 
cow Narodny Bank. The latter was more organic in its develop- 
ment. It came at a time when the co-operative movement was 
local in character, and it devolved upon it to help in the building 
up of central federations. But the new bank had found a system 
of national, provincial, and district unions already in existence. 
On the other hand, the bank had to face a financial situation 
unknown to its predecessor. The problem of credit had been 
uppermost before the present bank. It is still faced with a 
condition of monetary inflation, financial instability, general 
economic impoverishment, and inadequate and short credit for 
the needs of trade and agriculture. All these problems it is 
gradually meeting with ability and courage. 

The All-Russian Co-operative Bank has on March 13, 1923, 
made an agreement with the Moscow Narodny Bank, Limited, of 
London, whereby the latter has become its principal foreign 
agent in financing the export and import trade of co-operative 
societies." If fate denied it the right of calling itself the offspring 
of the parent Moscow Narodny Bank, it is undoubtedly its 


t We have seen above that the Moscow Narodny Bank, Limited, was incor- 
porated in London in 1919, its stock owned by Russian co-operative federations, 
acting as their financial center abroad after the nationalization of the parent bank in 
Moscow. From the time of its incorporation to the end of 1922 it financed the 
Russian co-operative trade in England to the extent of 2,200,000 pounds sterling. 
In the first third of 1923, it extended credits of 372,000 pounds sterling. 











direct successor, taking its place as the national credit institution 
of the co-operative movement in the territories of the Union 
of Socialist Soviet Republics. 


10. 
II. 
12. 
13. 


14. 


. Antsyferov, Moskovski Narodny Bank (‘The Moscow Peoples’ Bank”). 
. Ekonomicheskaia Zhizn (“Economic Life”); a daily paper of finance, 


. Gosudarsivennyie Finansy. Tovarnyia Tseny (‘Government Finances. 


. Kooperatsia i Finansy (“Co-operation and Finance’); published by 


. Kooperativnoie Delo (“Co-operative Business”); \veekly, published by 
. Lesnaia Kooperatsia (“‘Forest Co-operation”); bulletin published by 
. Na Novykh Putiakh (“On New Roads”); published in 3 volumes by 


. G. G. Schvittau, Russkaia kooperatsia na mezhdunarodnom rynke 


. Sibirskaia Kooperatsia (“Siberian Co-operation”); a monthly journal 
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THE SIGNIFICANCE OF MINIMUM AND SERVICE 
CHARGES IN RATE-MAKING FOR 
PUBLIC UTILITIES 


THE MINIMUM CHARGE 


The minimum charge for public utility service was a logical 
development after the metering of service had been introduced. 
Under it a consumer pays a certain amount per month or per 
year even though the cost, at metered rates, for energy or service 
used would not be equal to the minimum charge. 

With the wider use of the services of public utilities the com- 
panies found that they had a large number of consumers who 
used very little service. What these consumers would pay under 
a metered rate would often be less than the expense to the com- 
pany of serving them. Hence the minimum charge was 
introduced to provide a definite revenue to the company from 
this class of consumers." 

To arrive at a minimum charge attempt was made to com- 
pute certain expenses aside from the actual cost of energy or 
service for a month or for a year and such expenses were divided 
by the number of consumers served. This gave a uniform mini- 
mum charge for all, regardless of the amount of the service used. 
It was hoped in this way to provide at least a part of the revenue 
needed to meet the costs which were more or less constant. 


tIn a Wisconsin case the Commission decided that a 25-cent monthly rental 
for meters should be repealed and that a minimum charge of 75 cents per month be 
substituted. In commenting on the minimum charge the Commission said it was 
“to protect the company from an inadequate remuneration from the small con- 
sumers” (Bosshard v. Hussa Bros. Light and W. Co., Public Utilities Reports 1915 
E, 584, 589). (These Reports are hereafter referred toas P.U.R.) Ina New York 
case, the Second District Commissioner said, ‘A separate minimum charge for each 
gas meter is proper, since each meter is a constant source of expense to the utility 
and it is unjust to compel consumers using a large quantity of gas to pay the expense 
incurred in behalf of customers who make a very small return or no return at all 
to the company. (Sag Harbor v. Long Island Gas Corp., P.U.R. 1919 E, 163, 164). 
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THE UNSCIENTIFIC CHARACTER OF THE MINIMUM CHARGE 

But the application of a minimum payment has its dis- 
advantages. It is not a scientific charge. Let us assume a 
minimum bill of one dollar per month for electric light consumers 
and a rate of ro cents per kilowatt hour. It is evident that all 
consumers who would normally use less than ten kilowatt hours 
each month could afford to be careless in their use of energy up 
to the limits of the minimum set. Even public utilities com- 
panies themselves have sometimes encouraged such practice. 
They have, in some instances, permitted customers, who had 
not deposited sufficient money in prepay meters during the month 
to equal the minimum monthly payment, to run their coin 
through the meter before giving it to the collector. This practice 
might mean in some cases merely a credit on the next month’s 
bill; in other instances it would probably result in a waste of 
the utility service. 

Another unscientific feature of the minimum payment is 
that it is a composite charge. It is supposed to cover two items 
of expense; first, certain costs practically constant whether the 
consumer uses service or not, and second, the cost of furnishing 
a minimum amount of service. It is obvious that if a consumer 
uses sufficient energy or service to make its cost at metered rates 
equal to the minimum charge, there would be no revenue left to 
the company to cover any of its constant costs. This is one of 
the reasons why the minimum charge is unfair. But it would 
still be an unfair charge even though the amount of the minimum 
payment and the rates for service were such as to give the utility 
sufficient revenue. Adequacy of revenue is not the only ques- 
tion to be considered in making public utility rates. The use of 
the minimum charge in utility rate schedules is a failure to recog- 
nize that equitable rates to different classes of consumers are as 
important as is adequacy of revenue to the utility. 

It is obvious that until public utility accounts had reached 
a fair degree of accuracy it would have been impossible to deter- 
mine so-called ‘‘customer costs” which would have been reliable. 
But with the development of public utility accounting there is 
no longer the excuse that such costs cannot be determined. 
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Moreover, there is a greater need in recent years for more scien- 
tific rates because of the greater complexity of the business of 
most utilities. 


CHARACTERISTICS OF THE SERVICE CHARGE 


The expressions “service charge” and “charge for the service” 
are frequently confused. The service charge sometimes called 
the ‘‘readiness-to-serve” charge or “customer cost” is levied 
upon each class of consumers in accordance with the cost to the 
utility of being ready to serve that class. Obviously the “charge 
for the service” is paid according to the amount, say of gas or 
electrical energy, which is consumed. It might make the dis- 
cussion clearer to use the phrase “readiness-to-serve” charge 
throughout this article, but usage demands the shorter term— 
“‘service charge.” The service charge varies not with the volume 
of business of a public utility, but with the number of consumers. 

These costs are sometimes divided into (1) investment costs, 
(2) commercial expenses, and (3) distribution expenses. Invest- 
ment costs include such items, for example, as those made for 
service pipes or wires from the public utility main to the con- 
sumer’s meter; the meter itself, stop cocks and switches, fittings, 
including interest and depreciation on all of these items; excavat- 
ing and back filling, resurfacing the street and sidewalk. Com- 
mercial expenses include such items as reading of meters, delivery 
of bills, collecting bills, extension of credit for a brief period, bad 
debts, and a proportion of office expenses. Distribution expenses 
may be illustrated by costs of inspecting and testing meters; repair 
of meters; placing and removing meters; answering complaints 
and services of a similar nature. Naturally the expenses among 
these different divisions are not the same for all utilities.‘ More- 
over, the customer cost of any one utility varies with the different 
classes of consumers. This is another reason why a uniform 
minimum charge for ail consumers is often very unfair. 

* The following example shows a method of computing a service charge of 


74 cents per month made by the New York Second District Commission, in the 
case of Re Sea Cliff and Glen Cove Gas Co., P.U.R. 1921 A, 211, 217. 


[Footnote continued on p. 59] 
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DISTINCTION BETWEEN MINIMUM AND SERVICE CHARGE 


It is sometimes said that there is no difference in principle 
between a minimum charge and a service charge; that both 
recognize the element of readiness-to-serve cost. While there 
is truth in the contention, it overlooks the essential fact that 
under a minimum charge the readiness-to-serve costs are con- 
cealed in the rate for service, and, as has been said, the minimum 
charge entirely disappears if the monthly bill at metered rates is 
equal to the monthly minimum payment. But under a service 
charge, consumers pay a certain fixed amount, although they 
may use no service whatever. If they do use service they pay 
for the exact amount which they use in addition to the service 
charge. 


OPERATING EXPENSES ALLOCATED TO SERVICE CHARGE 















































Total Est. Service 
T1919 1920 Per Cent Charge 
Work on meters and consumers’ premises...| $ 932.01 $ 1,118.41 100 $1,118.41 
OE ELECTR ITS 551.21 661.45 100 661.45 
Commercial CXPCNSES.... 0 ccccscccsecces 2,582.85 3,000.42 100 3,000.42 
General administration. ................- 1,866.81 2,240.17 20 548.05 
Di critnbhehettarnsnseseekeseen 746.76 896.11 25 224.03 
General stationary and printing........... 285.84 342.99 80 274.39 
Store and stable expense ................ 859.60 1,031.52 50 515.76 
ee eee eceeececeessscecesees 1,457.84 1,749.41 30 524.82 
_ ery 14.25 17.10 100 17.10 
$11,156.58 $6,083.43 
FIXED CHARGES ALLOCATED TO SERVICE CHARGE 
Total Percentage | Deprecia- Total Service 
Return tion Percentage Charge 
DP iccicecncaseesseued $21,142.65 8 2 10 $ 2,114.27 
es 12,785.36 8 4 12 1,534.24 
$ 3,648.51 
SOCORRO CE TOTS EN EPR ORILE PED TOO $ 3,648.51 
Operating expenses........ ceveseneurasdeseseaenaaadines 6,983.43 
bis babi nda sboteessseseenunee $10,631.04 
EI CEI OR GIIGIID, oo 0:0 0:0:06:0. 0:5 0:0:6:0:00600840800 1,200 


Estimated service charge, $8.85 per year or 88543 cents per month per meter. 
For other typical cases of computation of this charge see, by the same Commission 
Re Rochester Gas and Electric Corp., P.U.R. 1921 A, 415, 424, and Glove Workers 
Union v. Fulton County Gas and Electric Co., 1921 C, 789, 792. For a statement 
by the Idaho Commission of the costs involved in taking on a telephone subscriber, 
see Re Mountain States Telephone and Telegraph Co., 1921, B 739, 760. 
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UNPOPULARITY OF THE SERVICE CHARGE 


The service charge is not popular with the public. They 
cannot see the fairness of what appears to them to be an arbitrary 
charge. In the case of steam heating, for example, consumers 
feel that in the spring, fall, and summer months, they are paying 
for a service which is not performed. They do not appreciate 
that payment of a service charge in suck a case is similar to paying 
yearly dues to a club which its members frequent only during the 
winter months. Indeed the service charge of the utility paid 
month by month is more equitable than club dues that are col- 
lected in a lump sum in advance. 

Some of our Commissions have eliminated a service charge 
from rate schedules because of the opposition of the public toward 
it. The Missouri Commission in considering the elimination of 
a service charge from an electric rate schedule said: 

It is puerile for our Commission to enter into a discussion of the many 
scientific principles of rate making which support the service charge when 
the supporting public is unable or refuses to comprehend its scientific 
structure. Its continuation is and will continue to result in injury to the 
business of defendant.? 


Also the Michigan Commission in passing upon the desirability 
of a service charge in a gas rate schedule said: 

. . . - With a desire to carry out the public will ... . the service 
charge will be removed. In doing this it must be understood that this 
Commission is not surrendering its convictions that a service charge comes 
nearer to doing exact justice to the gas users than the flat rate does.? 


LEGAL OBSTACLES TO A SERVICE CHARGE 


There have been some legal obstacles to overcome in the 
introduction of a service charge. For example, statutes or ordi- 
nances sometimes set a maximum rate for service. In New York 


t Stanley v. Harvey Electric Light and Power Co., P.U.R. 1921 E, 681. See also 
another Missouri case in which the Commission eliminated a service charge and 
added 5 per cent per 1,000 cu. ft. for gas because of “bitter opposition of consumers” 
(St. Joseph v. St. Joseph Gas Co., P.U.R. 1922 B, 535). Both the New Jersey and 
California commissions have omitted service charges because of popular opposition 
(P.U.R. 1921 D, 368 and 1922 C, 6). 

2 Re Lansing Fuel and Gas Co., P.U.R. 1922 B, 605, 608. 
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State the First District Commission has held that a service charge 
may not be imposed if the maximum allowed under the statute 
is being charged.t The New York law forbids the collection of 
any meter rental either directly or indirectly, but there have been 
Commission decisions in that state to the effect that the service 
charge may be made inasmuch as it does not constitute a meter 
rental. In other states there are laws to the effect that there 
may not be collected a larger sum for public utility service than 
appears to be due on inspection of the meter. In Rhode Island, 
where there is such a law,? the Supreme Court of that state has 
held’ that the levying of a service charge is not a violation of such 
a law. 

It ought to be universally accepted by both commissions and 
courts that a service charge is not to be construed as a charge 
for service rendered, but a charge against a consumer to cover 
the expenses to the company which are entailed in order that the 
consumer may have service at any moment he desires it. In a 
recent case in New Jersey there was an application for an increase 
in gas rates in which the public utility asked that there be no 
separate service charge. But the New Jersey Commission 
refused to grant the request, stating that such a charge was a fair 
and reasonable one.* Fortunately the weight of court and com- 
mission authority is in line with this New Jersey decision.’ 

EQUITY OF SERVICE CHARGE DEPENDS UPON PROPER CLASSI- 

FICATION OF CONSUMERS AND FAIR CHARGE FOR SERVICE 

ITSELF 

Under the older minimum charge, many consumers did not 
in reality pay the customer cost. As has been suggested, one 

t Re Bronx Gas and Elec. Co., P.U.R. 1919 B, 430. The Commission has upheld 


the service charge in cases where the rate was under the maximum allowed by 
statute. 


2 Laws of 1909, chap. 245, sec. 53. 
3115 Atl. 461, P.U.R. 1922 B, 548, 552. 
4 Re Cumberland Gas Co., P.U.R., 1919 B 884. 


5 In a New Hampshire Commission case in 1918, the statement was made that 
the service charge had been accepted in thirty-eight states. See P.U.R. 1919 B, 
883-84. The U.S. Bureau of Standards, in a recent report to Congress, upheld the 
principle of the service charge. See P.U.R. 1921 D, 209. 














62 C. O. RUGGLES 


could escape it if his bill for service actually used was equal to 
the monthly minimum bill. In other words, under a minimum 
charge many small consumers are likely to pay too little. Their 
objection, therefore, to a service charge each month plus the 
charge for service itself has been due to the fact that they would 
be called upon to pay in some instances a substantial increase in 
the amount of their monthly bills. 

To illustrate the unfairness of the old minimum charge among 
small consumers, attention may be given to a case which came 
before the Michigan Commission. That body estimated that 
by making the rate for gas $1.25 per 1,000 cubic feet and apply- 
ing a service charge of 45 cents, the gas company of Lansing would 
get $1.40 per 1,000 cubic feet for all gas sold. The Commission 
said: 

Let us assume that “‘A” uses 1,000 cu. ft. per month, and “B” uses 
5,000 cu. ft. per month. Under the present system, they each pay the same 
service charge and we feel that it needs no argument to show that they 
should. Under this arrangement they each pay the same price for the gas 
consumed. If we had applied the flat rate system of $1.40 per 1,000 cu. 
ft., “A” would be paying his 45 cents to cover the expense he causes the 
company to make, plus 95 cents for his 1,000 feet of gas. “B” would pay 
his 45 cents plus $1.31 per thousand feet of gas. From this example it 
will be clear that without the application of a service charge, ‘‘A” is paying 
30 cents per month less than he should and “B” is paying 30 cents more 
than he should. In other words, “B” is contributing 30 cents a month 
towards the payment of “A’s”’ bill. 

But it is not the small consumer alone who frequently pays 
too little under a minimum charge. Many large consumers 
escape costs which they should bear if no service charge is 
imposed. ‘Take for example a sprinkler system in a large store. 
The use of water in such a place is negligible, and if a store paid 
only for the water it used, an unfair burden would fall on other 
consumers to maintain the very expensive installations and 
facilities which would need to be maintained to give service 
which would be adequate in case of a fire. Or take the case of 
a consumer using electricity for elevator service, where at certain 
hours in the day the peak load would mean the use of a great 
deal of energy. The installation and facilities necessary to take 
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care of this peak load are expensive. Also because such heavy 
installation is used, the losses of energy are greater, so that even 
during hours of the day when the load is light, such a consumer 
puts an extra burden on the utility. 

The case of furnishing electrical energy to railroads for termi- 
nal services is even more significant. The facilities for such 
service are very expensive indeed, and if a charge was made for 
energy alone, the central station would soon become bankrupt 
in rendering such service. But there is also the railroad’s side 
of the problem. While the public utility would lose money if 
it did not levy a service charge upon the railroad for the very 
expensive installations necessary to give the service, the railroad 
on the other hand could not afford to purchase electrical energy 
from the central station, unless the charges for the facilities and 
for the electrical energy itself were segregated so that the rate for 
the energy alone would be an equitable one. Objection is often 
made by persons not familiar with the fundamental principles 
of rate-making for electricity—that it is unfair to sell energy to 
a railway company for less than one cent per kilowatt, while 
domestic consumers are being charged ten cents per kilowatt. 
Ordinarily the domestic rates include the charge for both facili- 
ties necessary to give the service and the energy. The public 
does not appreciate that the railway is paying a heavy fixed 
charge, that is a service charge, for the facilities used to give it 
service in addition to the charge for energy. 

In other words unless the service charge is applied to this type 
of consumer, it is necessary to make the rate for the energy used 
include it. Such a plan would mean that a very large consumer 
such as a railway or very large industry could not afford to pur- 
chase electrical energy from the central station, for under such a 
scheme they would pay much more than a fair service charge. 
It is only by segregation of the charge for the facilities used and 
for the energy consumed that a basis can be reached for an 
equitable contract between a central electric station and a very 
large consumer. 

Possibly most opposition to a service charge has been due 
to the fact that the public believes it to be an arbitrary charge 
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and a discrimination against the small consumer. But in view 
of the fact that accounting control has developed to such a point 
that the expenses of a public utility can be allocated to individual 
consumers, it is evident that if the charge is properly levied, it is 
in no sense an arbitrary charge, or a bonus to the company. 
Proper analysis of consumer expenses will show that the service 
charge is for something more than reading the meter or meter 
rental. 

Concerning discrimination against the small consumer, that 
may or may not be true. It is obvious that if consumer costs 
vary, the service charge ought also to vary, for it is upon a scien- 
tific analysis of consumer costs that a service charge should be 
based. Sometimes this is disregarded. If consumers are classi- 
fied, for example, into commercial and residential, and a monthly 
service charge of $3.00 is levied on commercial consumers, while 
for residential users the charge is $1.50, such a plan might be 
very unfair. There might be consumers in the commercial class 
with a connected load of but five or six lamps, while others in 
the residential class might have a connected load of thirty to 
forty lamps. There would be no justification for a higher service 
charge for water for restaurants or laundries than for residences 
unless such business places had larger and more expensive instal- 
lations, connections, and meter service than residences would 
have. On the same theory it would be unfair to levy the same 
service charge against apartment-house consumers that would be 
assessed against consumers having individual service connections 
provided the apartment-house consumers were supplied from a 
single service through a bank of meters. 

The character of the utility also makes variations in service 
charges much more vital in some cases than in others. In the 
case of an electrical utility a consumer might call upon the 
central station for substantial amounts of electrical energy during 
a given period and hence he would put an additional cost upon 
that public utility to be ready to serve him at any time. 

To take an extreme case the peak load of a central station 
might be due to the demand of a single large consumer such as 
a mine, a big industry, or a railway. To meet such a situation 
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the so-called ““demand” factor is sometimes introduced into a 
schedule of rates in order to determine equitable consumer costs. 
In the case of a public utility such as water or gas which can 
store its service the peak load, and hence the ‘‘demand factor” 
is not as vital as it is in the electrical industry. Also in the case 
of hot water where it is not practicable to meter the service in 
the same manner that it can be done for steam heating, it would 
be much more difficult to introduce the demand feature into a 
service charge. But the difficulties in making the exact alloca- 
tion of costs which should be included in a service charge ought 
not to stand in the way of its adoption. The service charge must 
supplant the minimum charge if there is to be equity in the rates 
of public utilities. 

The public has a more vital interest in the adoption of the 
service charge than have the utilities companies themselves. 
It ought to be clear too that lower rates can be made on the 
actual service if certain revenue is secured through the applica- 
tion of a service charge. By requiring a proper allocation of 
the costs of facilities necessary to give service to very large con- 
sumers, public utilities commissions have secured much revenue 
for utility companies and have thus made it possible to benefit 
the small consumer by a lower price for the energy or service 
itself. 

The minimum charge was very much opposed by the public 
when it was first introduced. Now this charge is generally 
accepted and opposition centers against the service charge. The 
public is now asking why one who uses but very little of the service 
of a public utility should pay the same amount to the general and 
so-called constant costs of the company as one who uses much of 
its service. This contention overlooks the fact that the service 
charge should include only such expenses as are incurred in 
maintaining the facilities for service as distinguished from furnish- 
ing the actual service. From what has been said it will be clear 


t See, however, decision of the Pennsylvania Commission which holds that the 
demand feature should be introduced into gas schedules. (Light Committee v. 
Penn. Central Light and Power Co., P.U.R. 1919 B, 882.) 


2 See Re Springfield Gas and Elec. Co., P.U.R. 1920 A, 446, 475. 
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that this does not necessarily mean an identical amount in all 
cases. If one consumer, possibly because of a peak load demand, 
requires more expensive installations and facilities to give him 
service than would be necessary for some other consumer, it is 
only fair that his service charge should, in the absolute, be greater. 

The vital and important consideration is that each consumer 
should pay a service charge which will cover the costs to the public 
utility company of holding itself in readiness to meet his par- 
ticular needs. To quote from the Annual Report of the Ohio 
Commission for 1917: 

Experience has shown that it is not the poorer class who usually demand 

the connection and then fail to use the service, but the well-to-do who have 
other means of supply and desire the connection only that they may be 
prepared for emergencies. 
In a recent decision of the Nevada Commission it was maintained 
that the cost of installing telephones “‘is a regular part of opera- 
tion and should properly be charged to operating expense and 
covered by the rates fixed for service.’”* This view is wrong. 
Installation charges and charges for changing the position of 
telephones are very properly a part of a service charge. There 
is no equity in placing upon the whole body of telephone 
subscribers an expense caused by installation or shift of the posi- 
tion of telephones. The subscriber who orders installations and 
changes should alone be responsible to the telephone company for 
the expense involved.? 


SUMMARY AND CONCLUSION 


From the foregoing analysis it would appear that a service 
charge is much more equitable than the older minimum charge. 
If a service charge is levied in addition to a rate sufficiently high 
to cover all expenses to a company, including the so-called con- 
stant customer costs, then it is an unfair and unjust charge. But 
to argue against a service charge merely because, in some 


* Re Western Union Telegraph Co., P.U.R. 1921 D, 252, 350. 
2 During the war, when the telephone systems were under control of the 
Postmaster General, a service charge of $3.50 was imposed for installation of new 


phones. In Utah evidence indicated that the cost in one case was about $6.50. 
See P.U.R. 1921 D, 545. 
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instances, it might be added to a charge for service or energy, 
which was high enough to cover all costs to the company, is 
beside the point. The total amount which a consumer pays 
should be properly divided between a service charge, and the 
amount paid for the energy or service itself. From what has 
been said, it ought to be clear that if a public utility receives part 
of its revenue through a service charge, it can make relatively 
lower rates for the energy or service. 

The public has a more vital interest in such a division than 
has the utility. Ifa company could collect a sufficiently high rate 
it would have no interest whatever in a separate service charge. 
It is because of the public’s interest that service charges have 
been worked out by the engineers and experts of public utilities 
commissions and have, in some instances, been forced upon the 
public utility companies. 

Rate schedules of public utilities should accomplish two 
results; first, establish equity among the different classes of con- 
sumers, and second, yield a total revenue which means a fair 
return to the public utility. The minimum charge was intro- 
duced to make certain small consumers pay a certain amount to 
the company regardless of the fact that the cost of the metered 
service might not be equal to the minimum charge. From the 
foregoing discussion it will be seen that a service charge with 
variations in it according to sound economic principles provides 
not only that small consumers shall pay their fair share, but that 
large consumers also shall pay whatever costs are involved in 
meeting their particular needs. 

The public, therefore, is standing in its own light in opposing 
the substitution of the service charge for the minimum charge in 
rate schedules. When there is real appreciation of the nature of 
the service charge there will be a demand for it on the part of the 
public. 


C. O. RUGGLES 


Ouro STATE UNIVERSITY 











THE STATUS OF “SOCIALIZATION” IN GERMANY? 


I 


From November, 1918, “socialization” was on every German 
worker’s lips and the idea became the driving force of the various 
revolutionary groups. But however useful this formula might 
be in designating the final aim of the Socialist movement, it 
carried no definite meaning upon which all could agree, and it 
gave no suggestion as to the immediate steps to be taken. So 
far as it is possible to abstract concrete demands out of the great 
mass of contradictory opinions regarding socialization which the 
revolution brought forth, they may be summed up somewhat 
as follows: (1) elimination of all unearned incomes, (2) production 
not for profit but for the sole purpose of serving the essential 
needs of the community, and (3) democratization of the produc- 
tive process to give the real producers a decisive influence in 
that process. 

The Socialist government formed on November 9g, 1918, after 
the overthrow of the Imperial régime, was expected to carry 
out at once practical socialization measures in accordance with 
its declarations. But the government contented itself with 
promulgating a number of social reform measures which offered 
no approach to socialization and certainly were not designed to 
change in any way the existing relations between capital and labor. 

tIn an earlier article (“‘The German Works Councils,” Journal of Political 
Economy, October, 1923), Mr. Frankel outlined the story of the industrial council 
movement and trade union politics in Germany since the 1918 revolution. In the 
present paper he traces for the same period (1918-22) the history and results of 
German efforts to “socialize” industry. In order to make Mr. Frankel’s analysis 
somewhat clearer to the American reader who has not been in a position to follow 
closely recent German econoinic developments, the editors have taken the liberty 
of making some changes in the arrangement of the article and occasionally in its 
phraseology. In editing it, however, every care has been taken to preserve the 
author’s meaning intact—Fprtors’ Nore. 


? The most important of these measures were the establishment of the eight- 
hour day, abolition of restrictions on rights of combination and meeting, abrogation 
of special legislation regarding agricultural workers and domestic servants, promul- 


gation of universal suffrage, etc. 
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There were three important reasons why the Socialist govern- 
ment, in spite of the pressure of the masses, failed to tackle 
seriously the problem of socialization and discouraged all efforts in 
that direction. (1) The Socialist leaders were wholly unprepared 
for the emergency and had devised no plan of action to be followed 
“the day after the revolution’”—having pinned their hopes in 
the past rather to a slow development than to a revolutionary 
change. (2) The workers were not united. The Conservative 
Socialist party, the Independent Socialists, and the radical 
Spartakusbund could agree on no common basis of action. (3) 
The economic life of Germany was too seriously disorganized. 

The Imperial government’s war-policy had brought German 
industries dangerously near the brink of ruin. The country 
was utterly depleted of raw materials, industrial life was com- 
pletely disorganized and four years of warfare had led to an 
unexampled impoverishment and demoralization of the great 
mass of the people. The responsible Socialist leaders, surveying 
the whole situation, came to the conclusion that a ‘‘ heap of ruins” 
cannot be socialized. It devolved upon them to prevent German 
industrial life from sinking into chaos, and before they could 
think of socialization their first task was to see that the indus- 
trial process should go on uninterrupted. And so it must 
remain one of the cruel ironies in the workers’ history, that the 
Socialist government which at that moment was in complete 
possession of the political power could do nothing more toward 
the realization of their central demand—the socialization of 
the means of production—than to set up a commission on sociali- 
zation (November 28, 1918) which was to examine and report 
upon the feasibility of socialization. 

The government’s attitude had two inevitable consequences. 
The capitalists and bourgeoisie, who had stood aside somewhat 
frightened in the first days of the revolution, soon found that 
they had little to fear from the revolution. Their propaganda 
had the desired effect of increasing all the more the skeptical 
attitude of the Socialist government. 

The working masses on the other hand were deeply dis- 
appointed with the turn events had taken. They were dismayed 
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at seeing the government allow the first precious weeks to go by 
without utilizing the revolutionary energies to effect even the 
first steps toward socialization. The capitalists were nowhere 
dispossessed and their rights were nowhere seriously curtailed. 

Sensing this dissatisfaction among the masses the Communists 
thought their time had come to bring about a second revolution 
to overthrow the Socialist government and to replace it by the 
“proletarian dictatorship” through the radical workers’ and 
soldiers’ councils, which would not hesitate to socialize. In the 
winter of 1918-19 Germany was engulfed in a wave of strikes 
in which economic and political demands alternately played 
the leading part. In Berlin where the radicals were specially 
active an attempt was made to overthrow the government 
through rebellious military forces. The movement was met 
everywhere with the most determined opposition by the Socialist 
government, and all revolutionary attempts were mercilessly 
put down by force of arms. ‘The 'ndependent Socialists sharply 
opposed the use of force in quelling the labor riots and withdrew 
from the government, leaving the Conservative Socialists in 
complete control. 

Meanwhile, at the close of 1918, the Socialization Commission, 
in which the Independent Socialists were in the majority, had 
issued a preliminary statement. They did not believe that 
immediate general socialization was possible. It must be a slow 
and gradual process of organization. ‘They were certain that the 
export industries and food product industries ought not to be 
interfered with for the present. They were, however, of the 
opinion that tne socialization of highly monopolized industries, 
such as the coal and iron industries, could be seriously considered.' 

By the time this statement appeared (more than four weeks 
after the Socialist assumption of power), there was also a notice- 
able change in the demands of the great mass of the workers. 
They began to recognize the utter impossibility of a general social- 
ization of the whole industrial apparatus, and satisfied themselves 

* The Socialization Commission’s views were later amplified with special refer- 
ence to the coal industry in the preliminary report issued on February 15, 1919 
(“Vorliufiger Bericht der Sozialisierungskommission iiber die Frage der Sozial- 
isierung des Kohlenbergbaues’’). 
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with demands for the socialization of highly monopolized indus- 
tries. Their demand was echoed by the first national workers’ and 
soldiers’ congress (December 20, 1918) which expressed a demand 
for immediate socialization of “appropriate” industries, espe- 
cially the mining industry. This project gained very general 
support among Socialists. The mining industry was singled 
out because of its natural monopolistic character, which had 
enabled the various mines to form powerful combines against 
which the consumers were helpless. Also the miners themselves 
were mest vociferous in demanding the socialization of their 
industry. During the war no other group of workers had felt 
so keenly the effects of capitalistic control and exploitation. 
The number of radicals had increased greatly, and now even 
the miners belonging to the Christian and democratic trade 
unions, who represented an important minority among the organ- 
ized miners, joined them in demanding the substitution of a 
socialized and democratic management for the capitalistic 
method of production. 

In spite of the general demands for the socialization of the 
mining industry the government did not move. The radical 
miners became tired of waiting and began to “socialize” on 
their own account. In January, 1919, the workers’ and soldiers’ 
council of Essen, the center of the Rhenish Westphalian coal 
district, set up a board of control which was to take over the 
management of the mines. And at a meeting of the workers’ 
and soldiers’ council of the whole Rhenish Westphalian industrial 
district it was decided that the socialization of the mines through 
the council system was to be carried out at once. The Socialist 
government through its emissaries made strenuc’:s efforts to 
persuade the radicals to desist from carrying out their threats, 
and promised serious consideration of socialization of the mining 
industry. 

Other moderate Socialist leaders also did their best to pacify 
the workers. They caused to be published in the Vorwéfrts, 
the leading Socialist daily, on February 2, 1919, an independent 
Socialist plan of socialization by Kautsky, Germany’s foremost 
Marxian theoretician. Herr Kautsky contended that sociali- 
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zation was the most important task of the proletariat at the 
moment, but recognized, nevertheless, that it must be a gradual 
process. He advocated the immediate nationalization of land 
and of single branches of industry to be managed by boards in 
which the government, employees, and the consumer would be 
represented. 

Another scheme, known as “Planwirtschaft” or “planned 
economy,”’ was put forward by Herr Wissel, the Minister of 
Economics and a well known Socialist trade union leader. He 
did not propose immediate socialization and complete disposses- 
sion of the capitalist, and he opposed the socialization of single 
branches of industry which he thought could not be separated 
from the general industrial scheme. His plan was to effect a 
rational organization of all the productive forces through careful 
economic co-ordination and application of higher industrial 
engineering methods to the whole economic structure as it 
existed. He thought he could build upon and extend the eco- 
nomic organization which effected wartime control, substituting 
for pureaucratic control a democratic industrial administration 
through a series of self-governing bodies, in which would be 
represented employers and employees, representatives of com- 
merce and of the consumer. He felt it to be advantageous to 
retain the employer because of his initiative and economic 
knowledge but his rights of disposition over the means of produc- 
tion were to be materially curtailed.’ 

As long as Wissel’s plan remained in the stage of discussion 
he met with few obstacles. But the moment he attempted in 
his official capacity of Minister of Economics to transform his 
ideas into definite legal form he met with the most determined 
opposition. It was natural for the capitalists and the bourgeoisie 
to oppose Wissel’s scheme because they were at that moment 
engaged in the struggle of freeing industry from the “‘fetters” 
which wartime control had imposed and were not anxious to 
have new manacles put on. But Wissel was also sharply opposed 


* Rudolf Wissel and Wichard von Moellendorf, Wirtschaftliche Selbstverwaltung; 
swei Kundgebungen des Reichswirtschaftsministerium. Rudolf Wissel, Praktische 
Wirtschafts politik. 

















THE STATUS OF “SOCIALIZATION” IN GERMANY = 73 


by his own confréres, the conservative socialists, who declared 
that in the interests of the cause of socialization and the future 
of socialism they must reject Wissel’s ‘planned economy” 
which they maintained would have the effect of strengthening 
capitalistic influence rather than diminishing it. 

By the time Wissel’s scheme was in the foreground of public 
discussion—several months after the revolution—the majority 
of the workers were fully convinced that a complete removal 
of the capitalist-employer through a socialization of industry, 
either in whole or in part, was an impossibility. They began 
to change their policy, therefore, and bent all their efforts to 
securing at least a curtailment of the powers of the employer 
in the establishment and a strengthening of the rights of the 
workers by giving their elected establishment works-councils a 
determining voice in management. The cabinet, fearing such 
interference in management would seriously disturb the orderly 
process of industry and cripple production, was strenuously 
opposed to all such efforts, the more so since it now represented 
a coalition government in which besides the Conservative 
Socialist party the bourgeois-republican parties were represented." 

The goveinment’s attitude aroused the workers. If they 
had abandoned hope of immediate and general socialization, 
they were not willing to forego rights of industrial company 
“determination.” ‘This dissatisfaction combined with insistent 
radical propaganda caused severe and sometimes bloody labor 
disturbances, culminating in general strikes in the industrial 
centers of middle Germany (February 26 to March 8, 1919), 
in Berlin (March 4 to 12, 1919), and in the Ruhr Valley (April 1 
to 20, 1919). While economic demands—higher wages, better 
living conditions—did play a prominent part in these struggles 
the workers insistently demanded that in the new Germany they 
must be given a determining voice in the whole production pro- 

t As a result of the election to the Constituent National Assembly which took 
place on January 19, 1919, the Conservative Socialists, who up to that time were 
in sole possession of the powers of state, had to admit the bourgeois-republican 
parties into the government. Despite their hopes the Socialists did not gain a 


majority to the National Assembly. Out of a total of 421 seats the regular Socialists 
and the Independent Socialists taken together were able to capture only 185 seats. 
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cess, and that particularly socialization of the coal industry 
must be taken up in earnest. 

In spite of the strikes which had assumed tremendous pro- 
portions, the government held to tactics it had long pursued: 
it made further promises and announced in big posters “sociali- 
zation is on the way.” This time the workers were not quite so 
credulous and their continued pressure compelled the government 
to meet them half-way. The government definitely pledged 
itself to secure the enactment of labor laws which would estab- 
lish democratic constitutional relations in industry and on March 
23, 1919, the National Assembly passed a Socialization Act 
which authorized the government by means of legislation and 
on payment of just compensation (1) to take over all industries 
suitable for socialization, especially those concerned with the 
exploitation of mineral resources and in the utilization of the 
forces of nature, and (2) to regulate the production and distri- 
bution of the necessities of life. 

The National Assembly on the same day passed the so-called 
Coal Socialization Law, under which the entire mining industry 
was placed under the control of a National Coal Council, which 
council was to be composed of representatives of the government, 
employers’ and employees’ organizations, consumers’ leagues, 
co-operative societies, etc.’ Laws very similar to the coal law 
were enacted on April 24, 1919, for the socialized regulation of the 
potash industry,? and on December 31, 1919, for the electrical 
industry. 

Besides the enactment of these so-called socialization laws, 
the National Assembly in the course of its work has incorporated 
a number of provisions in the new German constitution, which 
according to moderate Socialists pave the way to future social- 
ization along constitutional lines. The most important of these 
socialization provisions are contained in Article 155, which gives 
the government the right of control over the distribution and 
use of land to prevent its misuse and to promote the general 


 Gesetz iiber die Regelung der Kohlenwirtschaft. 


* Gesetz iiber die Regelung der Kaliwirtschaft. 
3 Gesetz betreffend die Sozialisierung der Elektrizititswirtschaft. 
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welfare; and in Article 165, which authorizes the government 
to combine industrial enterprises and place them under public 
management to insure the full utilization of the nation’s produc- 
tiveforces. This article gives the government the further authori- 
zation to regulate production, distribution, prices, etc., of com- 
modities according to the principles of socialized management. 

By the time the last socialization provisions had been 
incorporated in the new German constitution the masses were, 
to a considerable extent, pacified. They were evidently tired 
of the constant strife and the influence of the radicals was waning 
visibly. Disturbances of the Communists became less frequent, 
perhaps because they saw the futility of them, especially as 
the coalition government had shown unusual strength in putting 
down all rebellious movements, especially the short-lived council 
republic in Munich (April 6 to May 1, 1919). 

Germany and the government were just about beginning to 
enjoy the restoration of orderly conditions when they were 
rudely awakened in the early days of March, 1920, by the 
attempts of reactionary militarists and bureaucrats to overthrow 
the existing government. The imminent danger from the usurp- 
ing reactionaries caused the revolutionary energies of the workers 
to flare up once more. With completely closed ranks they 
entered upon the general strike which caused the Kapp coup 
d’état to collapse miserably within a few days. 

The workers, deeply disappointed in general with the achieve- 
ment of the revolution, and viewing with apprehension the 
growing influence of the reactionaries, now insistently demanded 
that the government which they had saved should take up 
seriously the matter of socialization. The conservative trade 
unionists were not willing to end the general strike until the 
government had pledged itself to carry out the socialization of 
the coal industry. The demands for socialization were renewed 
because the workers claimed that the laws that had been enacted 
under the euphonious name of “socialization” did not approach 
in the slightest the kind of socialization they had in mind. They 
maintained that the influence and control of capital which 
made itself felt in increasing measure in all industries was no 
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less potent in these socialized industries supposedly under the 
control of the community. 

The government accepted the trade unions’ demand for 
the calling of a new socialization commission, and in May, 1920, 
appointed such a commission. This second commission had 
23 members instead of 8, and included 4 manufacturers and 
financiers, 8 workers’ representatives, and 11 economists and 
government experts. In its report issued July 31, 1920, the 
commission recommended two socialization schemes for the 
coal industry. Scheme 1, suggested by the more radical socialist 
members, demanded the full socialization of the coal indus- 
try through complete exclusion of the owners, who were to be 
compensated. Under this scheme the whole industry would 
be placed under the management of a national coal council in 
which would be represented the various mine management 
committees, the workers, the consumers, and the general public. 
Scheme 2, submitted by the employers and the more conservative 
workers’ representatives, proposed a limited socialization under 
which the employer would be retained—because they saw in 
this a guarantee of rational management—but his rights of 
ownership would be curtailed considerably, more especially 
with regard to fixing prices and determining profits. The 
management of the industry would also be vested in a national 
coal council composed of the works management, the workers, 
consumers, and experts." 

These two plans were laid before the National Economic 
Council, Germany’s industrial parliament, which was to pass 
its expert opinion upon their feasibility. The National Economic 
Council in turn appointed a commission of seven which had in 
its membership the industrial magnate Stinnes, two other 
large employers, and three workers’ delegates. Under the pre- 
dominating influence of the employers’ delegates, this commission 
completely disregarded the proposals of the socialization com- 
mission and in its final report presented a scheme which was in 
sharp opposition to the two proposals submitted. They abso- 


* Bericht der Sozialisierungskommission iiber die Frage der Sozialisierung des 
Kohlenbergbaues vom 31 Juli, 1920. 
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lutely condemned nationalization of the coal industry because 
it would rend in two the natural connection of the coal industry 
with other industries dependent upon it. They proposed on 
the contrary to strengthen this connection through a trustlike 
combination of the coal industries and industries in general. 
Socialization in their mind was to consist in participating in the 
profits by the workers and salaried employees of the industry 
through the ownership of small shares, while the public was 
to benefit through a scheme of special taxation.” 

The workers’ delegates on the commission naturally refused 
to accept the scheme proffered by the employers. This kind 
of socialization, they maintained, would only have the effect of 
strengthening the power of capital and of making labor still more 
dependent upon it, while in the scheme of profit-sharing through 
the ownership of small shares they could see only a maneuver 
to deflect them from their demands for genuine socialization. 
Owing to the widespread opposition that developed among the 
workers to the Essen scheme the Socialization Commission, 
enlarged by seven additional members, was set to consider the 
matter anew, at the end of 1920. But the commission did every- 
thing but consider the socialization of the coal industry. Instead, 
it was used by the government more and more as a body of 
experts to advise upon economic problems for which urgent solu- 
tion was sought. The workers apparently forgot its existence 
and were seemingly willing for the problem of socialization to slip 
gradually into oblivion. In the process of restoring Germany’s 
industrial life, the workers found their labor power fully utilized. 
While they followed their accustomed tasks, socialization became 
again a problem of the far distant future to be shelved in the 
meantime in the storehouse of the revolution, side by side with 
the other unfulfilled revolutionary ideals of the workers. 


II 


It must be clear from this brief historical review that the 
German Revolution, despite its guidance by the socialists, has 


* The Essen Memorandum on the socialization of the coal mines in Germany. 
International Labor Office, Geneva: Studies and Reports, Series B, No. 5. 
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brought forth very few concrete socialization measures. This 
is the more surprising since the ground for socialization had been 
better prepared than in almost any other modern industrial 
state. The school of the State Socialists represented by a large 
number of German university professors, long ago declared 
war on the blessings of free competition and had been able to 
influence public opinion to such an extent that the people gener- 
ally were ready to transfer to the state important economic 
and industrial functions. Decades before the revolution the 
various German states or the communes owned most of the 
public utilities which were important to the life of the community. 
It was realized that it was in the nature of public enterprises, 
in view of their natural monopolistic position, to wield enormous 
power. This power, it was felt, should not be left in the hands 
of the private capitalists, to enable them to advance their own 
interests, but should be held by the state or communes in the 
public interest. 

Socialists generally advocated state ownership because they 
were able indirectly to exert a certain influence upon the labor 
management of state enterprises through their parliamentary 
representatives who had it in their power to grant or refuse 
credits. Their influence was quite considerable over communal 
establishments, because the franchise in communes was much 
more liberal than in most German states, especially Prussia. 
Although they advocated state ownership the Socialists did not 
see in it an immediate approach to socialization. They were 
in strong opposition to the then existing state, waich to them 
typified the class-state par excellence. Neither did they hide 
a certain dislike for state ownership because it meant bureau- 
cratic control, not democratic administration, an indispensable 
condition of socialized management. In spite of all drawbacks, 
however, the German worker having to choose between private 
ownership and state ownership invariably selected the latter 
as the lesser evil. 

The world-war, which certainly was not waged in the interest 
of socialization, caused the Imperial government to embark 
upon collectivist experiments under which the community’s 
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needs rather than competitive industry were to be given prime 
consideration. The state instituted a sort of dictatorship over 
the whole economic life with the aim of curbing competition to 
insure an equitable allocation of available supplies, etc. At 
the outbreak of the revolution some Socialists thought the war- 
time industrial organization could be utilized for the purposes of 
the impending socialization, with the difference that the bureau- 
cratic machinery which had directed it should be replaced by 
a democratic management through self-governing bodies of 
industry in which the workers should have a determining influ- 
ence. But all socialization plans which in any way were linked up 
with the wartime organization were rejected at once by the 
majority of the Socialists, because of the unhappy experience they 
had had with wartime collectivism and bureaucratic industrial 
control. They reminded themselves of the extraordinary high 
industrial and agricultural profits which wartime control did 
not prevent and the profiteering and gouging which it seemingly 
favored. They doubted very seriously whether these faults 
could be obviated merely through a less bureaucratic organi- 
zation. 

The only concrete socialization measures which came into 
being as a result of the Socialist revolution are therefore the 
socialization laws regarding the coal, potash, and electrical 
industries. The Coal Socialization Law provides for the 
community (“‘Gemeinwirtschaftliche”) regulation of the mining 
industry. Under this law all the mines of Germany are combined 
into eleven syndicates, each syndicate to include all the mines of a 
given area chosen for geologic or industrial reasons. The syndi- 
cates regulate the total extent of production and determine the 
quantities of coal to be retained for their own use and to be sold. 
An important function of the syndicates is to propose prices of 
fuel to the National Coal Association. These eleven syndicates 
are joined together into a central organization called the National 
Coal Association (“‘Reichskohlenverband’’) which has general 
supervisory powers over these syndicates. It regulates the 
extent of production, of the consumption, sale of fuel, exports 
and imports of its member syndicates and determines and pub- 
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lishes the price of fuel. The association is in turn under the 
control of the National Coal Council (‘“‘Reichskohlenrat”), which 
is the central body for the regulation of the entire coal industry 
in Germany. 

The element of socialization in the whole scheme, which on 
the face of it has more the aspect of capitalistic centralization 
than of socialization, is to be found in the workers’ and consumers’ 
participation in certain managerial functions. Thus the manage- 
ment committee of the coal syndicates are to include one workers’ 
representative, and two to three workers are to be appointed to 
the board of directors (“Aufsichtrat”’) of the syndicates. In the 
board of directors of the National Coal Association there are to 
be three representatives of the workers, one of the salaried 
employees, and one nominated by the consumers. The National 
Coal Council, which consists of sixty members, has three repre- 
sentatives of the states and fifteen representatives of the mine 
owners, fifteen representatives of the mine workers, one or two 
representatives of each of the employers, the workers and the 
technical and office employees of the gas-works. There are 
further to be represented on the council the retail coal dealers, 
the coal-consuming industries, the coal-consuming small shop- 
keepers, the co-operative societies, the railroads, and inland and 
ocean navigation. In addition, the council is to have one 
expert each in coal mining, coal prospecting, and boiler engi- 
neering. 

This briefly outlines the socie’ized management of the coal 
industry. It may well be asked what benefits it has secured to 
the community. According to the Coal Socialization Law the 
National Coal Council should be in supreme control of the whole 
mining industry. This is no more than a phrase, however. The 
council has never been able to exercise such control, nor could 
it be attempted because nowhere in the law was the National 
Coal Council given any real rights of control. The functions 
of the council as stipulated in the law were merely to set up 
guiding principles for the mining industries. It is true that the 
council, as a means of control, was to have the right to ask for 
all kinds of information from the National Coal Association, 
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the syndicates, and the mine owners. But they did not have to 
give such information if they felt business or trade secrets were 
endangered thereby. An important weapon was therefore 
taken at once from the National Coal Council. In practice 
the destinies of the coal industry are guided by the coal syndicates 
and the National Coal Association, who see to it that none of 
the real power is relinquished to the National Coal Council. 
The council is reduced to the réle of an advisory commission, 
unable to influence materially the decisions of the National Coal 
Association which theoretically it is supposed to control. 

Although the workers and consumers have representations 
on the various governing bodies of the socialized coal industry, 
the employer’s voice alone is of decisive influence. There are 
several reasons for this: (1) the mine owners’ representatives 
are generally superior to the others, (2) the employers’ delegates 
are able to represent unified interests, while the workers’ interests 
are split by the existence of a number of workers’ organizations 
with opposing views, and (3) the heterogeneous composition 
of the consumers’ group, in which besides the ultimate consumer 
the coal dealers and the coal consuming industries are represented, 
renders it impossible for them to stand for common interests. 
The influence of the mine owners was especially marked in the 
fixing of the prices of coal. The mine owners generally were able 
to fix the prices at a level suitable to themselves. Curiously 
enough they found ready support among the workers’ representa- 
tives, since the mine owners made wage increases dependent 
upon an increase in the price of coal. It was only through the 
influence of the Minister of Economics, who had the‘ right of 
veto over the prices fixed by the National Coal Association, that 
exorbitant price fixing was obviated somewhat and the interest 
of the community generally found some consideration. 

The socialized management of the potash industry is very 
much like that of the mining industry. The potash syndicates 
are controlled by the National Potash Council, which lays 
down general principles for the guidance of the whole industry. 
In pursuance of its functions the council has the right to 
ask for information from the various syndicates, etc., but may 











82 EMIL FRANKEL 


do so only if business or trade secrets are not endangered 
thereby. On the councils are representatives of the owners, 
the workers, consumers, technicians, etc. The boards of directors 
of the potash syndicates have two representatives of the workers, 
one of the salaried employees and one of the consumers. The 
management committees of the syndicates have one workers’ 
representative. What has been said in criticism of the effective- 
ness of the community management of the coal industry applies 
also to the potash industry. Here as there the workers’ and 
consumers’ influence either upon the management or upon the 
price-fixing policy has been negligible. 

The socialization law of the electrical industry only fixed 
the basic principles for a future socialized regulation of this 
industry and created an advisory council (“‘Beirat’’), (on which 
were to be represented the Reichstag, the Reichsrat, employers’ 
and workers’ organizations) to advise the government in all 
matters pertaining to the electrical industry. A law creating 
the various administrative bodies to manage the electrical indus- 
try in a socialized form was to be enacted in October, 1921. 
Such a law was never promulgated, however, and although the 
advisory council was constituted, it has remained completely 
inactive until now and has not, therefore, exerted any “‘social- 
izing” influence upon the electrical industry. 


Iil 


If one looks at German industrial life today, five years after 
the revolution in which the mass of the workers had carried 
aloft the banner of socialization and attempted to reconstruct 
German economic life according to socialistic principles, one gets 
a surprising picture. There certainly are not discernible today 
any tendencies toward socialization. Rather a development in 
the opposite direction is to be observed. 

Since the revolution an unexampled combination movement 
of industrial concerns has taken place which to most students 
of German industrial life seemed impossible before the war. It 
is true that even before the revolution Germany had developed 
the so-called Cartels, loose combinations of big enterprises 
belonging to the same branches of industry. But since the 
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revolution a rapid “trustification,” or what the Germans are 


pleased to call Americanization, of German industry has occurred, 
the aim of which is to unite in huge industrial combines successive 
stages of production, beginning with the raw materials and ending 
with the most advanced finishing processes, and in some cases 
even the marketing of the finished products. 

Naturally the effect of this concentration of capital and 
interlocking of concerns has been quite the opposite of sociali- 
zation. Instead of complete removal of capitalistic influence, 
or at least an effective curtailing of the capitalists’ power, there 
has taken place an extraordinary strengthening of the capitalists’ 
position. Germany is talking today of these huge business 
combines as “‘industrial dukedoms” which they claim are forming 
states within the state, and are making the political state depend- 
ent upon them. Nothing is more characteristic of this after- 
revolutionary development in Germany than the attempts of 
the industrial magnates toward the close of 1921 to bring within 
their sphere of influence the last field which they did not yet 
control, the railroads. Because of the huge deficit which the 
railroads had been working under, they demanded that the 
nationalized railroads be handed over to private ownership. 
They maintained that the initiative of private capital was needed 
in order to insure economic and rational management. 

Their attempts were met with the most determined resistence 
from the large mass of the workers. They feared the extension 
of the control of private capital to the railroads, because it would 
confer tremendous additional powers on the capitalists and would 
make their supremacy well-nigh unbearable. The capitalists’ 
charge of unrational management they answered with the argu- 
ment that the deficit was due to enormous outlays for the restora- 
tion of the broken-down railroads which the Imperial government 
had left as a legacy, and to the extraordinary high prices which 
the state had to pay to capitalistic enterprises for material 
furnished to the railroads. The opposition was so great that 
the project was dropped for the time being. 

With the combination movement in industry and the con- 
centration of economic power, the political influence of capital 
has been tremendously enlarged. Conscious of its political 
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strength German capital is making today a united attack upon 
the few remaining revolutionary achievements of the workers. 
The workers’ political as well as economic position is constantly 
being undermined, and they have been pushed more and more 
into a defensive position, and have difficulty in warding off 
effectively the attacks made upon them. They have lost 
ground in the political field. They have been maneuvered out 
of the government, and are today no longer represented in the 
cabinet. And upon the economic field it seems only a question 
of time when one of the most important achievements of the 
revolution, the legal eight-hour day, will be overthrown. 

The radical Socialists and Communists, viewing Germany’s 
economic and political development since the revolution, seem 
to find in it ample proof of their theories that a proletarian 
revolution cannot be satisified with the adoption of half measures 
which must be worse than ineffective, and sooner or later must 
end in the complete disillusionment of the workers. The radicals, 
with their gaze fixed on Soviet Russia, are trying hard to stir 
up the masses to overthrow the present system and set up a 
proletarian dictatorship in order to bring about complete indus- 
trial socialization through the workers’ councils. It cannot 
be denied that their adherents have been growing in numbers 
because of the workers’ disappointment with the slight advances 
that have come to them as the result of the revolution, and which 
they seem to be in danger of losing. 

Nevertheless the radicals constitute today only a small 
minority among the great mass of the workers, and it looks as 
if only continued impoverishment would swell their ranks to 
such an extent as to enable them to exert a decisive influence 
upon political and economic events. Such a complete radical 
victory seems hardly likely today. At the moment the mass 
of the German workers, with the experience of the Russians 
in attempting premature socialization before them, regard the 
present socialization plans of the radicals as too wholly utopian 
to be realized. As a matter of fact the German workers seem 
to have become resigned to the impossibility of immediate 
successful socialization. ‘They are only too well aware that they 
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are not capable now, nor are they likely to be for some time to 
come, of themselves taking over the management of the whole 
industrial apparatus and becoming the masters of the economic 
system. 

To the onlooker it is evident that the German Socialist 
movement is assuming more and more the character it had before 
the war, that of a party of opposition, which must needs expend 
all its energies in the struggle to obtain concessions of immediate 
advantage to the everyday work-life. Socialization, therefore, 
is no longer a pressing problem. As before the war, the demand 
for socialization has again found a prominent place in the Socialist 
program, the realization of which is placed in the far distant 


future. 


Emit FRANKEL 
BERLIN, GERMANY 











BASIS FOR AMERICAN FEDERATION OF LABOR 
OPPOSITION TO AMALGAMATION AND 
POLITICS AT PORTLAND 





I 


Mutual exaltation of persons, policies, achievements at the 
Portland convention had produced a picture of organized labor 
wholly lacking in shadows. That is not a true likeness. The 
convention, it must be remembered, took place at the end of a 
two-year period of depression which the current recovery has not 
yet had time to neutralize, and depression has always destroyed 
or decimated organized labor, and subverted its policies. The 
depression of the nineties, to be sure, did not tell materially on 
the membership of the American Federation of Labor, for it had 
an affiliated membership of only about 250,000, and that among 
some of the most stable trades. It brought, however, a disavowal 
of Gompers for at least one year, a referendum on a socialist 
program, and a vitriolic dual union in the Socialist Trade and 
Labor Alliance. The depression of 1920 brought a loss of about 
1,175,000 in membership, a break in the unanimous or almost 
unanimous elections of Gompers in 1921, when Lewis was given 
12,324 votes out of some 38,293, an indorsement of the ‘‘ Plumb 
plan,” and finally the Trade Union Educational League. During 
both depressions labor parties raged outside of the Federation, 
only adding to the irritation within—the People’s Party in the 
nineties and the Farmer-Labor Party of recent years. 

Even such minor depressions as those of 1903 and 1904, 
1907, I91I, 1914, and 1915 show actual declines or retarded 
growth in the membership of the Federation and dual unionism. 
The depression of 1903 and 1904 preceded the birth of the 
I.W.W. in 1905. The depression of 1907 preceded the formation 
of the Workers’ International Industrial Union in 1908, a dual 
union to the I.W.W., committed to political as well as to indus- 
trial action. The depression of 1911 prepared the way for the 
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Syndicalist League of North America in 1912, and the depression 
of 1914 and 1915 prepared the way for the International Trade 
Union Educational League in 1916. 

These centrifugal tendencies during periods of depression are 
but surface manifestations of an abiding divergence of interest 
between wage-earners working under different systems of 
industry. ‘Textbook writers copy from one another some details 
of technical changes in the textile industries at the close of the 
eighteenth century as evidence of the rise of the factory system, 
and then proceed to a discussion of modern trade unionism 
as a reflection of that system. Even students of the question, 
while not quite so crude, assume the factory system as a basis for 
a discussion of modern trade unionism. Their position, probably, 
follows from the dictionary definition of a ‘“‘factory,” and the 
prevalent but erroneous assumption that technology alone is 
at the basis of trade unionism. Wherever there is a union there 
must be a factory behind it, and a factory is an establishment 
driven by power. In many instances, power, which can be 
rented, is not at all the dividing factor between the employer and 
his workers, but rather personal ability, a clientele, some credit, 
all of which imperceptibly shade into one another. These 
qualities are especially suited for specialty lines, which in turn 
require expert workmanship. Here trade unions flourish, and 
not in the factory where, characteristically, mass production 
prevails. The Cigarmakers’ Union has always been a cigar- 
shop organization rather than a cigar-factory organization. 
During its brief existence, the Timberworkers’ Union was a 
shingled weavers’ organization rather than a timberworkers’ 
organization, and shingle weaving is more of a shop than a 
factory industry. The metal trades unions are specialty-shop 
and government-works organizations with a goodly sprinkling 
of operating, repair, and maintenance men in non-metal indus- 
tries. The needle trades unions are largely petty-shop organiza- 
tions. Ifa conspicuous part of the men’s clothing industry has 
in recent years passed into the factory system, the American 
Federation of Labor has lost control of it. Then, finally, there 
are the building trades. These craft and shop workers, protected 
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by their skill, stand for trade unionism, in contrast to the factory 
workers, who, shorn of their skill, stand for mass unionism either 
on the industrial front, political front, or both, but, so far, with 
ill success. Where the craft and shop workers find a footing 
in the factories, they manifest a desire to cast their lot with the 
factory hands, but the limited system of proportional representa- 
tion prevalent in most unions gives the control to the members 
scattered in all parts of the country over the members concen- 
trated in a few industrial establishments." 

When the unions of these craft and shop workers meet in 
capitalistic industries, they engage one another or the unions 
already there on account of some advantages, in jurisdictional 
disputes. Thus the teamsters, coopers, engineers, firemen 
fought the brewers, and the engineers the miners. The American 
Federation of Labor sided with the crafts, but the brewers and 
miners absorbed them. The outcome has been labor organiza- 
tion in keeping with the capitalistic nature of the industries. 
In one jurisdictional dispute of a similar nature, now of more 
than ten years’ duration, that between the flint glass workers 
and the machinists over the right to make the molds used in 
molding glass, the issue, while yet uncertain, appears to be 
different. The American Federation of Labor has again and 
again declared in favor of the glass workers, but in the 1921 
convention one machinist declared that ‘The Machinists’ 
organization will go along with every decision of this body if 
every other organization affiliated therewith will do likewise.” 
Another attempt at industrialization was blocked by the Fed- 
eration in suspending the union attempting it. This was the 
attempt of the Brotherhood of Maintenance of Way Employees 
to claim jurisdiction “over the construction, repair and alter- 


* One union authorizes one delegate for not more than 50, two delegates for 
more than 50 and less than 200; another, one delegate for every 200 or less; still 
another, one delegate for every 500 or fraction thereof, no local to have more than 
three delegates. Some unions adhere more closely to proportional representation. 
One union authorizes one delegate for the first 200 or less, and one additional 
delegate for each additional 200 or majority thereof, but adjusts the discrepancy 
somewhat between the small and large locals by allowing the delegates one vote 
for each 500 members they represent. 
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ation of all buildings owned by railroads.” Here the united 
opposition of the Building Trades Department was brought to 
bear. The Brotherhood was suspended until it promised each 
of the trades concerned to be good. 

The results have not been different in disputes where the 
question of industrialization did not enter. Where two unions 
of unequal strength have disputed a particular job, or where 
their jobs were so closely related that the independent control 
of one was a menace to the other, the strong union usually 
absorbed the weak. Thus, the Carpenters have absorbed the 
Woodworkers, the Molders the Coremakers, the Hod Carriers 
the Foundation Workers. Where the unions have been equally 
strong, the disputes have become chronic. The dispute between 
the Carpenters and Sheet Metal Workers over the right to set 
metal trim in fireproof buildings has been of some fifteen years’ 
standing; and the dispute between the Teamsters and Structural 
Iron Workers over the right to load and unload structural iron 
has been of some ten years’ standing. Sometimes, instead of 
open warfare, agreements have been made to make and terminate 
contracts at the same time, to use blanket cards, to strike 
together. 

When a depression ensues, the employers find the divergent 
interests of the unions vulnerable spots for attack. The remedy 
is solidification of the ranks. But the unions, whose main 
strength lies in specialty shops and outside the factory system, 
cannot give up their identity in the factories and retain it in the 
shops, and are not yet ready to sacrifice the latter where they are 
already intrenched in the former. The result is a manifold 
struggle of the union members in the shops against the union 
members in the factories that lean in the direction of industriali- 
zation, of the unions taken together as nucleated in the American 
Federation of Labor and the factory workers who are left unorgan- 
ized, of the workers as a group, organized and unorganized, 
against the hostile employers. That, briefly, is the setting of 
the Portland convention coupled with, perhaps, an overenergetic 
attempt outside of the convention to bring it to a realization of 
the necessity for expanding the petty-shop organizations to the 
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full magnitude of the factory system. Three resolutions that 
the convention indorse amalgamation and take steps to bring it 
about received a unanimous negative viva voce vote. 

Outside of the convention there was not that same unanimity. 
A gleaning of labor papers during the past two years coupled 
with information obtained through correspondence shows the 
following state federations to have indorsed amalgamation: 
Pennsylvania, West Virginia, Wisconsin, Nebraska, Montana, 
New Hampshire, Indiana, Minnesota, Colorado, Washington, 
Ohio, Michigan, South Dakota, Utah, Oregon. The national 
unions that have indorsed amalgamation are the Railway 
Clerks, Meat Cutters and Butcher Workmen, Bakers, Lithogra- 
phers, Textile Workers, Maintenance of Way Employees, 
Molders, Topographical Union, Brewery Workers, Fire Fighters, 
Machinists, Bookbinders. And then there is Foster and the 
Trade Union Educational League, resourceful and energetic! 
The League was organized in 1920, and, particularly since 1921, 
has been carrying on a vigorous propaganda for, among other 
things, amalgamation. It claims to be, not a union, but an 
educational organization for advanced thought within the unions. 
In remaining within the unions it claims to have discovered the 
new technique uf permeation in contrast to isolation, but gray- 
heads recognize it as “boring from within.” Even if the educa- 
tion involved had a classroom sobriety, it would draw the 
resentment of those who are responsible for the accomplished 
facts. But the education from the beginning has been conducted 
in the most scurrile terms, and the discussions have been equally 
undignified. Moreover, it has not been altogether abstract, 
but has taken the practical form of organizing the opposition 
“‘as against the autocratic machine of the reactionary bureau- 
cracy.”* The climax at Portland came when William F. Dunne, 
delegate to the convention from the Silverbow Trade and Labor 
Council of Butte, Montana, but actually spokesman of the 


t The unions have been divided, according to industries, into eleven groups, 
and committees have been appointed for each, to propagate the idea of amalgama- 
tion. The International Ladies Garment Workers, notably, has expelled some of 
its members for participating in these committees. 
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League, and sponsor for one of the amalgamation resolutions, 
announced a public lecture, and there in the midst of an able 
exposition of recent industrial tendencies, vilified the delegation. 
On the following day he was unseated, and when, after that, the 
question of amalgamation was reported on the floor, James A. 
Duncan, of Seattle, baiter of official trade unionism and author 
of the “Duncan plan” of industrial unionism, spoke against it, 
and not one voice was raised in favor of it. 

That is not the true position of the Federation. As is 
apparent from wliat has already been said, the Federation has 
no position. Sometimes it is for and sometimes against industri- 
alization, depending very often on what the accomplished facts 
are. If the accomplished iacts instead of dicta be taken into 
consideration, the Federation has been drifting into industri- 
alization in such industries as individual unions are already 
secure in. Thus industrialization has been going on in the 
building trades, metal trades, railroad unions, through local 
councils, system federations, and departments." The metal 
trades unions, for instance, although organized on craft lines, 
have joined hands among themselves and with others on three 
fronts—the Building Trades Department, Railway Employes’ 
Department, and the Metal Trades Department. The Amalga- 
mated Sheet Metal Workers belongs to all three. The Associa- 
tion of Machinists belongs to only two, for it finds little place 
in the building trades. Outside of the building trades and rail- 
road shops the chief concern of the metal trades unions seems to 
be the navy yards and other government works which lend 
themselves to joint action. This is the field of the Metal Trades 
Department as such. Outside of these the metal trades unions 
appear as individual crafts in specialty shops and maintenance 
and repair departments of miscellaneous industries. These are 
not amenable to industrialization. 

What is true of the metal trades unions outside of the building 
trades, railway shops, and government works is generally true 

t The Trade Union Educational League claims that these are but loose federa- 


tions, without executive authority, although it admits that federation is the first 
necessary step. 
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of all the unions. Having their strength in specialty shops, 
and having little or no hold on the capitalistic industries, they 
will not give up, in hackneyed trade-union metaphor, “their 
birth-right for a mess of pottage”; they will not surrender 
trade unions for industrial unions. 


II 


The companion issue to industrialization at Portland was 
independent politics; companion, because those who stood for 
one, generally, also stood for the other. But if industrialization 
is an issue of a generation, independent politics is an issue of a 
century—ever since the workers were enfranchised. On the 
crest of prosperity the leadership and the better-situated workers, 
convinced of the futility of strikes as a method of overtaking the 
rising cost of living, have gone into politics with platforms of 
government control of credit, transportation, marketing, etc. 
When prosperity has given way to depression, the otherwise inert 
mass of workers also has gone into politics on the same plat- 
forms.’ In the present political hubbub, industrial influences 
are complicated with war influences. 

The world-war found two labor parties in existence—the 
Socialist Labor Party and the Socialist Party. The Socialist 
Labor Party had its origin in the seventies, attained its greatest 
strength then, and since then has continued a languid existence. 
It stands for “revolutionary” political action and “revolu- 
tionary” industrial unionism. Daniel DeLeon gave it that 
particular bend in the late nineties, and more recently it has 
become radiant in the glory reflected from him, Lenin giving 
him credit for having had the correct revolutionary technique. 
The Socialist Party was born, at the turn of the twentieth 
century, of a split from the Socialist Labor Party and the then 
recently organized Social Democratic Party. In opposition to 
the Socialist Labor Party it befriended the trade unions, and was 

* Edward B. Mittelman, “Chicago Labor in Politics, 1877-96,” Journal of 
Political Economy, May, 1920. 

2In 1921 the National Executive Committee decided that it could not affiliate 


with the Third International because, as applicable to America, “the program of a 
dictatorship of the proletariat is an anachronism.” 
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opportunist in politics. That sort of strategy soon gave it the 
dominating position in the country. Now it also stands for 
industrial unionism, but mildly so. The war did not disturb 
the Socialist Labor Party greatly because it was small and well 
disciplined, but it reduced to a mere husk of its former self the 
Socialist Party. In 1916 it had a membership of 83,284, in 
1923, 12,474. 

At the “‘emergency convention” held at St. Louis in April, 
1917, it will be recalled, the Socialist Party took a hostile attitude 
toward the war. One result was a secession of the pro-war 
members and the subsequent organization by these and some 
other reformists of the National Party. Another result was the 
repression of those left by an indignant nation at war through 
raids and withdrawal of mailing privileges. As soon as the war 
was over, there was an effusion of pent-up revolutionary energy 
intensified by the proletarian successes in Russia and Hungary, 
etc. The foreign elements in the party, already having a strong 
leaning to economic direct action, together with a sprinkling 
of English-speaking sympathizers, wanted the party to adopt 
the tactics of the Bolsheviki, and set out to capture it to that end. 
In the desire to get control, they are said to have resorted to 
fraud in the election of the National Executive Committee, 
and were suspended for so doing. Of these, some were in favor 
of the immediate formation of an independent party, others only 
if it was impossible to re-enter and gain control of the old party. 
Unable to agree, the Russians and the Michigan group, which was 
expelled for attacking religion in general and opportunism in the 
parent party in particular, organized the Communist Party. 
The others, failing of their object to get control of the old party, 
organized the Communist Labor Party. Both, however, 
advocated the “dictatorship of the proletariat,” both voted to 
affiliate with the Third International. Unity of purpose finally 
brought them together. But this fusion was offset by the fission 
of the Michigan group, which is fundamentalist in outlook, 
denying any authority except that of the inspired socialist 
fathers. It has organized the Proletarian University of America 
to study scientific socialism. In its organ, the Proletarian, are 
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found articles on such subjects as ‘The Philosophy of Dialetical 
Materialism,” “‘The Distortion of Marxism,” ‘“‘The Marxian 
Attitude toward Modern Science,” etc. Its opposition to the 
Communist Party was based on its opposition to ‘‘mass action,” 
better known as “‘proletarian dictatorship.” 

The avowed revolutionary program of the Communist Party 
deflected the activities of the government from the Socialist 
Party to itself. Likewise, several states proceeded against it 
under existing or newly enacted syndicalist laws. So pervasive 
was the repression that, in order to maintain itself, it resorted to 
tactics well known to central and east European revolutionists; 
it went underground. But there it failed of its purpose; it 
maintained the revolutionary fervor among the initiated, but 
failed to reach others. ‘s'o correct that, it organized the Workers 
Party with an opportunist program to work in the open; while 
it continued to operate in secret. But in so doing, it lost a group 
of adherents who were opposed to such a procedure. This group 
organized itself as a secret ‘“‘party”’ under the name of “ United 
Toilers.” This “party” led a separate existence for about a year, 
when under a ruling of the Third International it returned to the 
fold of the Communist-Workers Party. Close surveillance made 
it impossible for the Communist Party to maintain a secret 
existence, so it was finally abandoned in favor of the Workers 
Party. 

The Workers Party stands for “revolutionary” political 
action, “revolutionary” industrial action, and for the Third 
International. It differs from its secret forebears in that it 
undertakes to educate the laboring masses for revolution, rather 
than to lead them into it. That may be a distinction without 
a difference. Education, however, has a tendency to soften 
revolution into evolution. The party claims a membership of 
about 20,000, the vast majority of whom are foreigners. That, 
perhaps, explains its exotic ideology. 

While these parties have been jostling one another at the 
“left,” other parties have been doing the same thing at the 
“right.” But if the parties on the left drew their inspiration 
from Russia, the parties on the right drew their inspiration from 
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England. In 1918 numerous local labor parties began to spring 
up among trade unionists in different parts of the country in 
protest against the political indifference of the American Federa- 
tion of Labor and in imitation of the British Labor Party. 
In 1919, about a thousand delegates from some thirty-seven 
states met under the leadership of the Illinois group, and organ- 
ized the National Labor Party with a platform of “nationalization 
under democratic management of all public utilities, basic 
industries and natural resources, banking and credit systems.” 
The declaration of principles was drawn in socialist terminology, 
but socialism was eschewed because of the discredit it had fallen 
into during the war. About the same time one wing of the 
National Party, organized by the pro-war socialists and reform- 
ists, but now dead, began to flap. This was the reformist wing, 
and counted among its adherents a considerable number of the 
class-conscious brain proletariat of the country—Dean Robert 
M. Lovett, Professor Nathaniel Schmidt, Amos Pinchot, Dudley 
Field Malone, Glenn E. Plumb, and a number of clergymen. 
It called itself the “Committee of Forty-eight,” and adopted a 
platform of 143 words which could be further reduced to five 
words: “public ownership and private liberty.” Public owner- 
ship meant public ownership of public utilities and natural 
resources only. In July, 1920, the National Labor Party and 
the Committee of Forty-eight met in Chicago in different halls 
at the same time to arrange for the presidential campaign of 
that year, but first made an effort to “capture” one another as 
an essential preliminary step to the arrangement. The Labor 
Party came with delegates from a large number of unions, chiefly 
mine and railroad organizations, accompanied by delegates from 
miscellaneous groups: Farmers’ Education and Cooperative 
Alliance, Non-partisan League, Plumb Plan League, World 
War Veterans, Young Democracy, Friends of Freedom for India, 
etc. The Committee of Forty-eight came with a goodly por- 
tion of the same delegates, but under the aegis of the intel- 
lectuals. Instead of a mild public ownership program, the 
laborites wanted a vigorous program written in brusque prole- 
tarian terms. Moreover, they favored a class name for the party. 
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After a number of tactical maneuvers and vocal skirmishes, the 
Janus-faced delegates handed the Committee of Forty-eight over 
to the Labor Party and its program. The Labor Party now 
broadened its name, in deference to the farmer delegations, to 
Farmer-Labor Party. It unofficially offered Senator LaFollette, 
of Wisconsin, the presidential nomination, but when he declined, 
it officially offered it to Parley Parker Christensen, a radical- 
minded lawyer of Utah. The intellectuals withdrew to brood 
over a forlorn hope; Parley Parker Christensen polled some 
265,000 votes. 

The expansion of the party name to Farmer-Labor did not 
mean the absorption of the farmers. These have been so 
successful in using the machinery of the old parties that they 
continued to do so. ‘‘Where the Non-Partisan League was in 
the Field,” says the Farmer-Labor Party secretary-treasurer in 
speaking of the 1920 campaign, “the Farmer-Labor party did 
not put forward candidates for state offices. In a few of these © 
states the League supported the Farmer-Labor party’s presi- 
dential electors.” In May, 1921, an agreement was reached 
between the two “that in states where the League had strong 
movements the Farmer-Labor party would not set up state 
branches, and that in national elections the League would 
support the candidates of [the] party.” 

The Farmer-Labor Party was engineered from Chicago and 
was characteristically a rank-and-file movement, for, if its 
leadership was in many respects conspicuous it was nevertheless 
local. Presently, new developments, officially instigated by the 
railway brotherhoods and shop crafts, began to radiate out of 
Washington and Cleveland. These organizations are thoroughly 
dissatisfied with the Esch-Cummins Law, and resent the liquida- 
tions at the hands of the Railroad Labor Board of the wages and 
agreements secured during the war. In 1922, these organizations, 
in co-operation with several other nationals, some affiliated with 
the American Federation of Labor, and some independent of it, 
together with other groups that have been engaged in party 
building ever since 1918, organized the Conference for Progressive 
Political Action. Even the Socialist Party and the Farmer- 




















FEDERATION OF LABOR AND POLITICS IN PORTLAND 97 


Labor Party participated in this new venture. The Workers 
Party tried to, but was repulsed as “un-American” and dis- 
ruptive. The object of the Conference is to secure the nomina- 
tion and election of “public officers who are pledged to the 
interests of the producing classes and to the principles of genuine 
democracy in agriculture, industry and government,” through 
the use of the old party organizations. If these are not amenable, 
then it is to organize independently, for the time being, appar- 
ently, for congressional, state, and local elections only. Its 
proposals for introducing genuine democracy in agriculture and 
industry are: the repeal of the Esch-Cummins Law “and opera- 
tion of the railroads for the benefit of the people”; public 
control of the coal mines, water power, and hydroelectric power; 
enactment of the Norris-Sinclair Consumers and Producers’ 
Financing Corporation bill “designed to increase prices farmers 
receive, and reduce prices consumers pay for farm products, 
and the creation of an independent system of food producers’ 
credits.” 

The Farmer-Labor Party, which participated in the Cleveland 
conference with the hope that the latter would metamorphose 
into a third party, ‘‘quit” as soon as its hopes dimmed. I 
then called a convention of its own party and a conference of all 
those interested in its third-party efforts. Many “privates” 
came from the same organizations that sent their officers to the 
Conference for Progressive Political Action. One conspicuous 
guest was the Workers Party that had been denied a seat in the 
Progressive Conference. Being made up of privates, it had great 
prestige with those present. As soon as the convention went 
into conference, it moved that a new party be organized. The 
Farmer-Labor Party protested that it was such a party, but 
without avail. The motion carried and another political bantling 
appeared. It was christened “Federated” Farmer-Labor Party 
to at once identify it with and distinguish it from its dolorous 
parent, and was garbed in a perfectly “respectable” program. 
But fearful of the world, the parent Farmer-Labor Party aban- 
doned it to the Workers Party and fled. The Workers Party 
intends to use it in its appeal to the still bourgeois-minded 
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farmers and laborers, while it continues to appeal to the class- 
conscious ones. 

As this is being written, the Minnesota Farmer-Labor Farty, 
independent of the national organization of the same name just 
mentioned, held a conference to consider calling a presidential 
nominating convention for next May. Since the farmers, 
“revolt,” this party has sent two senators to Washington, one 
of them a “‘snuff-chewing” farmer. Now it wants to elect a 
president. 

The kaleidoscopic picture is not yet complete. Especially 
in industrial communities there usually fester the so-called 
“Free-Lunch” labor parties. Their purpose is to deliver the 
labor vote to either one of the old parties, depending upon which 
pays more in cash or kind, and, per contra, to disrupt the inde- 
pendent parties. Their leaders very often are petty political 
adventurers, and their followers the Jumpen proletariat, the slug- 
gers, and provocateurs in industrial life. Then, finally, there is the 
American Federation of Labor which also tries to work wit the 
old parties, to be sure, on a different level, but nevertheless, to 
the detrime~é of the new. While these new parties have been in 
the making, its National Non-partisan Political Campaign 
Committee has been trying “to punish its enemies and reward 
its friends” in the old parties, thereby, in many instances, 
frustrating the new. 

The position of the American Federation of Labor is funda- 
mental. It refuses to be a party to splits and counter-splits 
on what the future state of society should be, and how that 
future state should be brought about when there are pressing 
problems today. To be sure, the new parties have “immediate 
demands,” but they dissipate their energies in verbal disputes 
about ‘“‘means and ends.” Moreover, being an economic 
organization, it has fields to conquer on economic lines. As 
pointed out above, its strength now lies chiefly in the trades and 
petty shops. The major industries it has yet to win. Until 
that is done it feels indisposed to assume fresh burdens. Nor 
is it able to assume these burdens, schooled as it is, in petty-shop 
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individualism. It took Foster to point the way in the packing 
and steel industries. 

At the Portland convention, four independent party resolu- 
tions were introduced. One of these was sponsored by the 
Chicago Federation of Labor. It condemned a party such as 
the “Federated” Farmer-Labor Party, and exalted one, appar- 
ently like the Farmer-Labor Party. In the volley of verbiage 
that followed, no one knew whether the resolution was for or 
against a party. John H. Walker, who at one time was national 
chairman of the Farmer-Labor Party, spoke against it. On a 
roll-call vote, it was defeated by 25,066 votes to 1895. The 
Bakery and Confectionery Workers, Fur Workers, Iron, Steel 
and Tin Workers, Laundry Workers, Switchmen’s Union, 
Tailors’ Union, Upholsterers’ Union voted solidly for it. The 
Ladies Garment Workers, Painters, Potters, Electric Railway 
Employes, Typographical Union split. 

Momentarily, the non-partisan position of the Federation is 
somewhat strengthened by the non-partisan successes of the 
farmers, the non-partisan venture of the railway brotherhoods, 
and the lapse of the Socialist Party into non-partisan tactics 
when it joined the brotherhoods in the Conference for Progressive 
Political Action. 

Ill 

If the time is not ripe for wholesale industrialization and 
independent party politics, the very make-up of the Federation 
militates against them. It is made up chiefly of the presidents 
and secretaries of the affiliated international trade unions who 
hold office because of their facility in the rather mundane prob- 
lems of wages, hours, and conditions. Those who are inclined 
to mix ‘‘facts” with ‘‘fancies” have been eliminated, for, however 
much the workers, themselves, may relish the prospect: of a 
better day to come, they want their leaders “to tend to business.” 
Thus, the workers will very often vote for all the heresies in the 
catalogue, and elect “‘hard-boiled” antagonists to carry them 
out. A conspicuous socialist, for instance, in a conspicious 
position in the trade-union movement is an anachronism. 
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In some instances, not only do the heads of the national 
organization go ex officio as delegates to the conventions of the 
Federation, but, by constitutional provision, they also appoint 
some or all of the remaining delegates. In some instances, the 
executive committees of which the heads are members appoint 
or elect the delegates. A canvass of thirty-two national delega- 
tions at the Portland convention gave eighty-two national 
officers, twenty-five local officers, eleven “privates,” and six 
unknown. But that does not give the full preponderance of 
power of these national officers. It must be borne in mind that 
many of them go to conventions year after year, and sooner or 
later acquire a finesse that makes the casual delegate, by contrast, 
appear gawky. Of the national presidents who attended the 
Portland convention seven attended in 1904, eight in 1908, 
thirty-one in 1912, forty-four in 1916, and fifty-six in 1920. 


EDWARD B. MITTELMAN 


ScHOOL OF COMMERCE 
OREGON AGRICULTURAL COLLEGE 























THE MOST-FAVORED-NATION CLAUSE IN 
AMERICAN COMMERCIAL TREATIES 


THE TWO INTERPRETATIONS 


It has been a common practice of most nations since the 
beginning of the seventeenth century to insert in their commercial 
treaties a provision known as the most-favored-nation clause. 
In its multiform variations of phrasing this clause provides in 
effect that each of the contracting parties shall grant to the 
other any privilege or favor of commerce, navigation, or other 
specified matters, which it grants or may thereafter grant to 
third countries. The object of such a provision is to assure 
each of the contracting parties that its economic interests in the 
other country will not be discriminated against in comparison 
with the treatment given to the economic interests of other 
foreign countries. 

Ignoring minor variations, the clause is to be found in two 
principal forms, known as the unconditional and the conditional. 
Before the American Revelution the clause had appeared only 
in the unconditional form, wherein there appears no limitation 
on the obligation of each of the contracting parties to extend 
to the other concessions granted to a third country. The 
conditional form made its initial appearance in the first commer- 
cial treaty signed by the United States, the treaty with France 
of February 6, 1778. Article II of this treaty contained what 
had hitherto been the usual most-favored-nation pledge: ‘The 
Most Christian King and the United States engage mutually 
not to grant any particular favor to other nations, in respect 
of commerce and navigation, which shall not immediately 
become common to the other party”; but it was followed by the 
qualification: ‘‘who shall enjoy the same favor, freely, if the 
concession was freely made, or on allowing the same compen- 
sation, if the concession was conditional.”” The most-favored- 
nation clause in American treaties has ever since as a general 
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rule been phrased in conditional terms. It has even more uni- 
formly been given the conditional interpretation by American 
authorities, whatever the particular phrasing may have been. 

During the period from 1820 to 1860 the conditional form 
appeared frequently in treaties between European states and 
it has been used extensively by Latin-American countries and 
by Japan. In practice, however, there have been very few 
instances where countries other than the United States have 
used the conditional form as a basis for withholding from treaty 
countries privileges to which they would have been entitled if 
the clause had appeared in the unconditional form. The most 
important of such instances have been connected with special 
privileges granted to the United States. There has been no 
instance, I believe, where countries, other than the United States, 
and Hawaii under pressure from the United States, have 
attempted to interpret a clause appearing in the unqualified 
form as if it implied the conditional limitation. 

The conditional interpretation, in consequence of this almost 
complete divergence of commercial treaty practice between the 
United States and the rest of the world, has commonly come 
to be known as the “American” interpretation. In an almost 
continuous series of diplomatic controversies beginning in 1787 
and persisting up to the present time the United States has 
steadfastly defended against the protests of many countries 
both its use of the conditional form and its enforcement of the 
conditional interpretation regardless of the particular form in 
which the clause may have appeared. It is therefore a matter 
of some consequence that the State Department has suddenly 
abandoned the traditional American policy, that in treaties 
recently negotiated by the State Department the most-favored- 
nation provision has been phrased in what are specifically and 
unequivocally unconditional terms,’ and that the State Depart- 
ment has announced that future treaties will likewise contain 
the most-favored-nation clause in the unconditional form, 

* Exchange of Notes with Brazil, October 18, 1923 (Press Notice issued by 


State Department, October 17, 1923); Draft of Treaty with Germany (New York 
Times, November 27, 1923); and apparently also the Treaty with Turkey. 
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and that existing treaties will be revised, wherever other parties 
thereto consent, so as to conform to the unconditional principle." 

American economists have given but scant attention to the 
most-favored-nation clause. What academic discussion there 
has been in this country has been confined very largely to the 
writers in international law. These latter have been astonish- 
ingly uncritical in their treatment of the substantive effects 
of the two interpretations, and have limited themselves in large 
measure to approving statements of the arguments presented 
in support of the merits of the American interpretation by 
American officials. Their writings as a rule contain little which 
offers even a hint that the unconditional form may not have 
been altogether superior, in its economic and in its political 
consequences, to the conditional form.? The time is opportune, 
therefore, to compare the theoretical merits of the two forms, 
to survey the manner of operation of the conditional form, and 
to forecast the consequences which the abandonment of this 
form will have on American commercial relations, and thus to 
provide a basis for an appraisal of the action of the State Depart- 
ment. 


ADVANTAGES CLAIMED FOR THE AMERICAN INTERPRETATION 


The advantage most commonly claimed for the conditional 
as against the unconditional form of the clause is that it is mani- 
festly unfair that a concession which has been granted for full 
compensation to one country should be extended without charge * 
to other countries. This is probably the consideration which 
led to the adoption of the conditional form. John Jay in 1787, 
in a report to Congress, as Secretary for the Department of 
Foreign Affairs, concerning the proper interpretation of a most- 

* Speech of Secretary of State Hughes at Philadelphia, November 30, 1923: 
“Tt should also be observed that in our commercial relations the United States is 
seeking unconditional most-favored-nation treatment in customs matters” (New 
York Times, December 1, 1923). Cf. also letter of Assistant Secretary of State 
Harrison to the New York correspondent of a South American newspaper (ibid., 
November 24, 1923). 

2S. K. Hornbeck (The Most-Favored Nation Clause in Commercial Treaties, 
1910) is a notable exception. He supports the conditional form, but only after 
a careful and able discussion of the pros and cons. 
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favored-nation provision in the Treaty of 1782 with the Nether- 
lands, wrote as follows: 

It is observable that this article takes no notice of cases where compen- 
sation is granted for privileges. Reason and equity, however, in the opinion 
of your Secretary, will supply this deficiency..... Where a privilege 
is gratuitously granted, the nation to whom it is granted becomes in respect 
to that privilege a favored nation. .... but where the privilege is not 
gratuitous, but rests on compact, in such case the favor, if any there be, 
does not consist in the privilege yielded, but in the consent to make the 
contract by which it is yielded. . . . . The favor, therefore, of being admitted 
to make a similar bargain, is all that in such cases can reasonably be 
demanded under the article. Besides, it would certainly be inconsistent 
with the most obvious principles of justice and fair construction, that 
because France purchases, at a great price, a privilege of the United States, 
that therefore the Dutch shall immediately insist, not on having the like 
privileges at the like price, but without any price at all. 

This argument, however, fails to look beyond the particular 
transactions between states to their commercial intercourse as a 
whole. There is at least as complete and reciprocal an exchange 
of considerations between countries bound by an unconditional 
most-favored-nation contract as between countries in conditional 
most-favored-nation relations with each other. Under the 
unconditional form of the pledge there is in a sense an exchange 
of concessions at the moment of the coming into effect of the 
treaty, but this exchange receives its execution gradually through- 
out the life of the treaty through the immediate extension by 
each country to the other of all privileges, favors, or concessions 
which it may grant to third countries. Country A has no 
ground for complaint if concessions to it from country B, for 
which it has given compensation, are extended gratuitously 
to countries C and D, for during the life of A’s treaty with B 
country A will in like manner receive gratuitously concessions 
which were granted by B to C and D for compensation. Nor 
should country B feel aggrieved because under the unconditional 
most-favored-nation clause it is obligated to extend freely to 
A concessions for which C and D have given it full compensa- 
tion, for A will in like manner be obligated to extend freely to 


*S. B. Crandall, Treaties, Their Making and Enforcement (2d ed., 1916), pp. 
404, 405. 
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B concessions which it had originally granted to other countries 
for compensation. 

It is possible, of course, that a country which follows the 
unconditional practice may deliberately refrain from making 
concessions to any country in order that it may avoid the obli- 
gation of extending such concessions to other countries. If 
country A, which has been making a series of concessions, for 
compensation in each case, to countries D, E, and F, is obligated 
under an unconditional most-favored-nation pledge to extend 
such concessions to country B, and if country B deliberately 
refrains from making concessions to any country in order to be free 
from the obligation of extending them to other countries, country 
A may feel that it has not received and will not receive from B 
anything in return for the concessions which it has given to B. 
Even under such circumstances, however, which are for country 
A the least favorable imaginable under the unconditional prac- 
tice, A has received from B the important and valuable pledge 
that no country will under any circumstances enjoy any privileges 
in B which will not be available in like measure to A. The 
guaranty to A of equality of treatment in B is a valuable con- 
sideration, in fact more valuable than any guaranty which it 
could receive under the conditional practice, even though in its 
execution it means merely that no worse treatment will be 
given to A’s economic interests in B than to the interests of any 
third country and does not result in positive concessions to A 
of privileges not enjoyed by the latter prior to the signature of 
the treaty. 

From the economic point of view, moreover, it is not a source 
of loss to A if its unconditional most-favored-nation treaties 
force it to generalize the tariff concessions which it had by special 
arrangement granted to particular countries. A remission of 
import duties on a specific commodity, if confined to imports 
from one country not capable of supplying the entire import 
needs, will reduce the customs revenue and will impair the 
protection to domestic industries without substantially lowering 
the price to the domestic consumer. It will operate virtually as a 
subsidy from the treasury of the importing country to the pro- 
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ducers in the favored exporting country. The price in the import- 
ing country will continue to be the world-market price plus the full 
duty. The producer in the favored country will get for his product 
the world price plus the full duty, if the remission is of the entire 
duty, or the world price plus the difference between the full 
duty and the preferential duty, if the remission is of only part 
of the duty. If, on the other hand, the favored country can 
fully supply the import needs of the country granting the favor, 
and does so after the remission of duties on its product by the 
latter, there would be little or no difference in the situation if 
the concession were extended to the entire world. Whether 
the remission of duty were special or general, the imports would 
be supplied in whole, or almost so, by the country to which the 
remission was originally granted. The price in the importing 
country would be the same as the world price (assuming that 
the entire duty was remitted). The consumer would gain by 
substantially the full amount of reduction in duty on each unit 
of the product he consumed, whether it were of domestic or of 
foreign origin. There would be no subsidy from the treasury 
of the importing country to foreign producers. Finally, if the 
country originally receiving the concession cannot supply the 
full import needs and if the concession is generalized, the con- 
sumer in the importing country will likewise gain on each unit 
consumed by the amount of reduction in the duty and there 
will be no subsidy to foreign producers at the cost of the treasury 
of the importing country. The protection to domestic producers 
will be lessened only slightly more under a generalized concession 
than under an exclusive concession to an imnortant producing 
country capable of supplying a large fraction of the import 
needs." 

An objection often raised against the unconditional pledge, 
that it is an obstacle to the negotiation of reciprocity agreements 
providing for the mutual exchange of special favors, is in large 
measure sound. The systematic grant of special concessions, 

* For an inductive verification of this reasoning, in connection with the special 


American concessions on Hawaiian and on Cuban sugar, see U.S. Tariff Commission, 
Report on Reciprocity and Commercial Treaties (1919), pp. 127-36, 328-36. 























THE MOST-FAVORED-NATION CLAUSE IN TREATIES 107 


i.e., concessions which are not to be automatically extended to 
other countries, is impossible without violation of unconditional 
most-favored-nation obligations. In general, however, this is 
an argument in favor of, instead of against, the unconditional 
practice. Most tariff discriminations are not wanton, but arise 
out of reciprocity agreements. It was precisely to bring about 
equality of treatment and to eliminate the economic disadvan- 
tages, the ill-feeling, and the diplomatic bickering resulting from 
such discriminations that the use of the most-favored-nation 
clause became common.* 

It has already been argued that to the granting country the 
grant of special concessions is under ordinary circumstances 
less advantageous than the extension to the entire world of such 
concessions as it desires to make. To the world as a whole, 
also, reciprocity treaties, even on free-trade grounds, are ordi- 
narily not an amelioration, but on the contrary are an intensifi- 
cation of the evils of customs tariffs. They not only do not 
counteract the tendency of protective import duties to divert 
international trade from the channels which it would follow under 
free trade, but they may cause an even wider departure of trade 
from its “natural” channels than would result from a régime 
of uniform protective tariffs at the levels prevalent prior to the 
grant of partial reductions of duties through reciprocity arrange- 
ments. Imports which come in over a uniform tariff barrier 
are still being produced where the conditions are economically 
most advantageous for their production. If the tariff is not 
uniform, however, the production of the commodities affected 
may be diverted from the foreign country best fitted to produce 

tIt is difficult to understand, therefore, the statement by the U.S. Tariff 
Commission that “In the European view the function of the clause is automatically 
to distribute or generalize advantages. In the American view its proper function 
is to safeguard against the denial of opportunities; that is, to prevent discrimina- 
tion” (Report on Reciprocity and Commercial Treaties, pp. 393, 394). It is difficult 
to reconcile this statement with the general mass of evidence presented in this 
report to the effect that the unconditional practice is more effective than the con- 
ditional in securing equality of treatment, or with the statement that “Efforts 
to insure and to secure equality of treatment by the method of making and taking 


special concessions, with conditional favored-nation treatment, have not been 
successful” (ibid., p. 439). 
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them to another foreign country not so well situated for their 
production, but able to compete on a price basis because of the 
tariff differential which has been given to it. 

There are supposed to be circumstances under which pro- 
pinquity, economic interdependence, geographical or political 
bonds, racial or linguistic kinship, etc., make reciprocity arrange- 
ments peculiarly profitable to both countries and peculiarly 
tolerable to the rest of the world.’ In so far as the advantages 
derivable from such arrangements are economic, however, they 
are obtainable in at least equal degree through the outright 
reduction of their tariffs by both countries. Moreover, if the 
countries are really so related to each other economically that 
a mutual reduction in the tariffs on each other’s products would 
result in a closer, instead of in a less close, conformity of trade 
to the channels which it would follow under universal free trade, 
a reciprocity treaty will not operate very differently from the 
outright extension to the entire world by both countries of 
the concessions granted to each other. Under the conditions 
described, no third countries will be in as good position to profit 
from the concessions as the parties to the original arrangement. 

It may be objected against this reasoning that it is too “‘ theo- 
retical,” and has no practical applicability, since it does not 
conform to the way in which statesmen approach these problems. 
Governments, it may be said, on the one hand cannot be induced 
to make concessions from their tariffs except in return for special 
concessions, and on the other hand will often refuse to make 
general concessions where they could be induced to make special 

*“The neighborhood of nations, their border interests, their differences of 
climate, soil, and production, their respective capacity for manufacture, their 
widely different demands for consumption, the magnitude of the reciprocal markets, 
are so many conditions which require special treatment. No general tariff can 
satisfy such demands. It would require a certainty of language which excludes the 
possibility of doubt to justify the opinion that the government of any commercial 
nation had annulled its natural right to meet these special conditions by compen- 
satory concessions, or held the right only on condition of extending the same to 
a nation which had no compensation to offer. The fact that such concessions if 
made would inevitably inure to the equal benefit of a third competitor would often 
destroy the motive for, as well as the value of, such reciprocal concessions” (Secre- 
tary of State Sherman to Minister to Argentine Republic, 1898, cited in J. B. 
Moore, Digest of International Law, V, 278, 279). 
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ones. If the economic advantages of reciprocity arrangements, 
where there are such advantages, are to be secured, the defender 
of the conditional practice may argue, it must be through 
the reciprocal exchange of special concessions. Reciprocity 
treaties, moreover, may bring political and sentimental gains, 


such as the strengthening of political ties, or the smoothing of ° 


the path to eventual political union, which are not obtainable 
in equal measure through outright and general reductions in 
duties. 

It must be conceded that this reasoning is not wholly without 
force. It is easy, however, to exaggerate its importance. Euro- 
pean countries following the unconditional practice have shown 
little hesitation in entering into arrangements with each other 
whereby mutual reductions in duties were to be granted, even 
though they were fully aware of their obligation immediately 
to extend the benefit of such reductions to all countries entitled 
to most-favored-nation treatment. Each country would natu- 
rally seek in such arrangements those concessions which would 
be of greatest value to itself, and in many cases such concessions 
would be of little significance to other countries. By the process 
of “‘specialization,”’ or the fine classification of commodities and 
rates in tariff schedules, it is possible to avoid applying a conces- 
sion on, for example, one type of cotton cloth in which a negoti- 
ating country was alone or especially interested to all types of 
cotton cloths imported from all countries entitled to most- 
favored-nation treatment. If carried to extreme lengths, it is 
true, the practice of specialization may enable a country to 
grant what are in effect if not in form exclusive concessions, 
and thus to violate the spirit while adhering to the letter of its 
unconditional most-favored-nation obligations. Much has been 
made by some writers of the alleged breakdown of the uncondi- 
tional system through the abuse of the possibilities of tariff 
specialization. There is ground for belief, however, that there 
has been considerable exaggeration, both of the extent to which 
the practice has been carried in order to avoid the execution of 
treaty obligations, and of the degree to which it can successfully 
be carried without revealing an indisputable intent t': escape such 
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obligations and thus giving rise to the danger of the termination 
of amicable tariff relations with the countries suffering from such 
evasion.’ It isin any case wholly beyond question that in the last 
sixty years European countries following the unconditional 
practice have made more frequent and more substantial mutual 
reductions of their statutory duties through diplomatic arrange- 
ments than has the United States with its conditional practice. 

Where there are strong motives, whether economic or political, 
for the entrance into special arrangements wherein two countries 
will stipulate the reciprocal exchange of exclusive favors, the 
unconditional most-favored-nation clause will not prove to be 
an absolute and inflexible barrier to the conclusion of such 
arrangements. The conditional pledge, it should be noted, 
permits only “special” concessions, not “exclusive” ones. In 
theory at least, any country, A, having a right to conditional 
most-favored-nation treatment in country B, has a right to 
claim from B, upon the offer of equivalent compensation, any 
privileges which B has given for compensation to a third country, 
C. The only way in which a country can grant specifically 
exclusive concessions under the conditional practice is on the 
plea of special relations with the country receiving such conces- 
sions, and this plea may equally be raised in support of exclusive 
concessions under the unconditional practices To maintain 


t Cf. T. E. G. Gregory, Tariffs : a Study in Method (1921), pp. 475, 476. 

2 If it be objected that this has been due to the more extensive use in Europe of 
multiple-schedule tariffs and to the greater consideration which European countries 
have of necessity given to the safeguarding of their export trade, it at least remains 
true that the use of the unconditional form of most-favored-nation pledge has not 
been in practice an important obstacle to the making of mutually acceptable 
arrangements whereby reductions in duty were reciprocally extended. 

3 For a list of most-favored-nation treaties, many of them unconditional, con- 
taining provisions exempting specified arrangements, or potential arrangements 
with specified countries, on the plea of special relations, from the obligations of 
the most-favored-nation pledge, see Memorandum presented to the House of 
Representatives by Mr. McCall, on January 18, 1912 (Congressional Record, 
XLVIII, 10096 ff.). Whether or not exclusive concessions can be defended on the 
plea of special relations, where no express stipulation exempting them from the 
operation of the most-favored-nation clause is contained in the treaties containing 
the clause, is an open question. (Cf. S. K. Hornbeck, The Most-Favored Nation 
Clause in Commercial Treaties [1910], pp. 35, 95-) 
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as an advantage of the conditional practice, as has sometimes 
been done, that it alone permits of exclusive concessions,’ is, 
therefore, to misinterpret the intent of the conditional pledge 
and to minimize the possibilities under the unconditional pledge. 


The most-favored-nation clause in American commercial. 


treaties, as conditionally interpreted and applied by the United 
States, has probably been the cause in the last century of more 
diplomatic controversy, more variations in construction, more 
international ill-feeling, more conflict between international obli- 
gations and municipal law and between judicial interpretation and 
executive practice, more confusion and uncertainty of operation, 
than have developed under all the unconditional most-favored- 
nation pledges of all other countries combined. To claim for 
the conditional pledge, therefore, that ‘It also avoids the uncer- 
tainty on the part of legislators and the courts which must of 
necessity be present when, due to the interlocking of the pro- 
visions of various treaties, it is not clear to what body of facts 
any law or treaty may apply’” is absolutely to ignore the history 
of the operation of the two forms of the clause. With almost 
the sole exception of the question of the compatibility of bounty- 
countervailing duties with most-favored-nation obligations, 
uncertainty as to rights under most-favored-natior pledges has 
been a peculiar characteristic of treaty practice under the condi- 
tional interpretation. 

There is some evidence in the utterances of American official 
spokesmen and of American writers on international law that 
there exists an unreflecting prejudice against the unconditional 
practice resulting from the assumption that that practice is in 
some manner or other inimical to or inconsistent with high tariff 
protection. The unconditional most-favored-nation pledge is 
not a free-trade device and is in no way hostile to the pursuit of 

t E.g., in C. L. Jones, “The American Interpretation of the ‘Most Favored 
Nation’ Clause,” Annals, XXXLI (1908), 392. 

* Ibid., p. 393- 

3Cf. S. K. Hornbeck, op. cit., p. 102: “Logically, the universal accept: nce 
of that form and interpretation of the clause which would satisfy the ‘unconditional’ 


school would eventually lead, whether that be its object or not, to absolute free 
trade.” 
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an as unregenerate and extreme a policy of high tariffs as the 
most ardent protectionist would desire. Let tariffs be as high 
as they can be, they in no way violate unconditional obligations, 
provided only that they are uniform to all countries. It is 
true that the conditional practice is inconceivable on the part 
of genuinely free-trade countries, for the conditional practice 
involves the giving, the withholding, and the seeking of special 
tariff concessions, and a free-trade country has no special con- 
cessions to give and therefore cannot expect to receive any. 
It is true, also, that the mercantilist who thinks that in inter- 
national trade one country must lose what another country 
gains and that the gains go in largest measure to the sharp-trading 
and keen-bargaining country is justified in thinking that the 
conditional practice offers more scope to the higgling proclivities 
of his country’s statesmen. But that the unconditional practice 
in no way enforces any limitation on the height of the import 
duties which may be imposed by a country following that prac- 
tice is demonstrated by the fact that Russia and France with 
their high protective tariffs, Switzerland and Belgium with 
their moderately protective tariffs, Great Britain with its strictly 
free-trade tariff, have all followed for many years the uncondi- 
tional practice. 


SOME PHASES OF AMERICAN MOST-FAVORED-NATION PRACTICE 


The conditional interpretation of pledges unconditional in 
form.—The United States has, with one exception, uniformly 
maintained that the most-favored-nation pledges in its treaties, 
regardless of their phrasing, must in the light of traditional 
American policy be interpreted as conditional pledges, in so far 
as claims upon the United States are concerned. In a number 
of instances, the pledge appeared in American treaties in unquali- 
fied form. But it is unquestionable that the traditional American 
policy demanded the conditional practice for its execution. The 
instances of failure to express this policy by specific inclusion of 
a conditional pledge in most-favored-nation treaties must have 
been due either to inadvertence, ignorance, or carelessness on 
the part of American negotiators, or to their assumption that 
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the American or conditional interpretation was the universal 
and the only acceptable one.t But where a pledge appears in 
the unconditional form in a treaty with a country whose tradi- 
tional policy it is to maintain the unconditional practice, there 
would appear to be at least a moral obligation on the part of the 
United States to bear the consequences of the carelessness or 
incapacity of its diplomatic officers and to fulfil its obligations 
to the letter. Such, unfortunately, has not been the practice 
of the United States. 

In many of the American most-favored-nation treaties there 
is both a specific pledge that “no higher or other duties shall be 
imposed”’ by either treaty country on the products of the other 
than are imposed on the products of any third country and a 
general or ‘“‘covering” pledge of reciprocal most-favored-nation 
treatment. The relationship of the specific to the general 
pledge has been the subject of considerable diplomatic discussion. 

The Treaty of August 27, 1829, with Austria-Hungary 
contained a general most-favored-nation pledge in the conditional 
form, accompanied by a specific pledge such as that described 
above. Under the United States-France Treaty of July 4, 1831, 
French wines, in return for French concessions to the United 
States, were admitted to the United States at lower duties than 
other wines. Austria-Hungary immediately requested the exten- 
sion of the same low duties to her wines. Secretary of State 
Livingston refused to comply with this request, on the ground that 
the specific pledge did not cancel the conditional provision in the 
general pledge of most-favored-nation treatment.2 The United 
States-Denmark Treaty of April 26, 1826, also contained a 
general most-favored-nation pledge in the conditional form 
accompanied by a specific pledge not to impose higher or other 

t As an instance of the assumption that the conditional interpretation was the 
only one acceptable in international law, cf. Secretary of State Bayard to Minister 
to Japan, 1886, cited in Moore’s Digest, V. 273: “This [i.e., the conditional] proviso, 
when it occurs, is merely explanatory, inserted out of abundant caution. Its 
absence does not impair the rule of international law that such concessions are 
only gratuitous (and so transferable) as to third parties when not based on reciprocity 


or mutually reserved interests as between the contracting parties. This ground 
has been long and consistently maintained by the United States.” 


2 Moore’s Digest, V, 261. 
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duties. After the conclusion of the reciprocity treaty between 
the United States and Hawaii, an importer of sugar from the 
Danish West Indies claimed that this sugar should share in the 
privilege of free admission enjoyed by Hawaiian sugar. The 
United States Supreme Court denied that there was anything 
in the treaty with Denmark which would entitle her to receive 
without compensation privileges granted to Hawaii for compen- 
sation.’ In the following year the meaning of the specific “no 
higher or other duty” pledge was brought before the Supreme 
Court for determination under circumstances which isolated 
the issue from the question of the relationship to each other of 
two pledges stated in different and possibly inconsistent terms. 
An importer of sugar from the Dominican Republic sought 
admission for such sugar on the same terms as Hawaiian sugar, 
on the ground that the United States-Dominican Republic 
Treaty of February 8, 1867, contained only the specific pledge 
that neither country should impose on the products of the other 
higher or other duties than it imposed on the products of any 
third country, unaccompanied by a general pledge of most- 
favored-nation treatment. The Supreme Court again denied 
that the specific pledge imposed any obligations on the United 
States which would not have been equally imposed by a pledge 
formulated in general conditional most-favored-nation terms.? 

It is not necessary for our present purposes to examine the 
soundness of these decisions. The Supreme Court, it was evi- 
dent, was interpreting the traditional American commercial 
policy rather than the particular terms of the particular treaties 
involved in the cases at issue. Note, however, the effect of the 
decisions: foreign countries have no valid claim, on the strength 
of “no higher or other duties” pledges in their treaties, to 
receive freely from the United States tariff concessions given 
to other countries for compensation. Not many years after 
these decisions were rendered, the State Department, in negoti- 
ations with Russia (in 1895) and with Haiti (in 1901), blandly 
insisted that American exporters were entitled under the specific 
* Bartram v. Robertson (1887), 122 U.S. 116. 
® Whitney v. Robertson (1888), 124 U.S. 190. 
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“no higher or other duties” pledges in the treaties with these 
countries to privileges which they admittedly could not claim 
under the conditional most-favored-nation pledges appearing 
in the same treaties.‘ In the negotiations with Russia, the 
American claim to share gratuitously, by virtue of the “no 
higher or other duty” pledge, in concessions granted by Russia 
to other countries for compensation was followed within a few 
months by an American denial that Russia could under the same 
pledge lay claim to share gratuitously in the American concessions 
to Hawaii, on the ground that Hawaii had given compensation 
for them!? 

What is equivalent compensation?—Country A negotiates 
a treaty with country B whereby, in return for the remission 
by A of its import duty on woolens from B, country B agrees 
to admit steel rails from A free of duty. Country C, which has 
a conditional most-favored-nation treaty with B, is an exporter 
of steel rails and admits woolens from any source free of duty. 
Must country B admit steel rails from C free of duty, on the 
ground that C is giving the same compensation as A for this 
privilege, namely, the free admission of B’s woolens ? 

In general it would seem that reductions of duty established 
by legislative enactment to execute purposes of domestic policy, 
made general to the entire world, and not contingent upon the 
receipt of return concessions nor having such reciprocation in 
view, are free gifts and not “compensation.” There would 
seem to be in such action no element of the “bargain’’ principle 
upon which the conditional practice is supposed to rest. As an 
eminent authority says: 

If the privileges claimed have been specifically extended by treaty stipu- 
lations, they are presumed to have been based upon a consideration and not 


tSecretary of State Gresham to the Russian Minister, Foreign Relations, 
1895, II, 1119; Secretary of State Hay to the Minister to Haiti, ibid., 1901, 
pp. 276 ff. 

2 Acting Secretary of State Adee to the Russian Chargé d’Affaires ad interim, 
Foreign Relations, 1895, p. 1121. 

3S. B. Crandall, Treaties, Their Making and Enforcement, pp. 407, 408. 
Cf., also, Secretary of State Frelinghuysen to the Minister to Japan, June 11, 
1884, cited in Moore’s Digest, V, 267; “For example, the United States have just 
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to have been gratuitous, for the usual purpose of a treaty is to secure benefits 
for concessions, not to record the exchange of free gifts. This presumption 
does not arise if the privileges have been extended unconditionally by acts 
of legislation, not in execution of treaty stipulations, for such acts are not 
presumably the result of negotiation with foreign nations. 


American practice, however, has varied on this point. The 
above quotations, as far as I am aware, exhaust the literature 
on the problem, and American officials have shown such incon- 
sistency in their actions with respect thereto as to indicate that 
they have never thought the problem through. As a general 
rule, the United States has not extended special concessions, 
originally granted to one country for compensation, to other 
countries entitled to conditional most-favored-nation treatment, 
even though these other countries were at the time giving to 
the United States as favorable treatment as that given in return 
for the American concessions by the country originally receiving 
them. To cite only one example, the United States, under 
authority of Section 3 of the Tariff Act of 1897, gave special 
reductions in duty to several European countries in return for 
minor concessions from their high tariffs—which in some cases 
continued to be discriminatory against the United States even 
after these concessions—but withheld them from Great Britain, 
which had no concessions to make because it already admitted 
most American products free of duty.’ It is obvious that such 
a policy operates unfairly toward the free-trade country, which 
is in no position to grant concessions because it has already 
given freely all that it has to give. 

There are a number of instances, however, of the reverse 
practice by the United States. The United States—Belgium 
Treaty of July 17, 1858, provided for the freedom from tonnage 





concluded a commercial treaty with Mexico by which each country especially 
favors the other by putting on its free list certain dutiable products. Under the 
favored-nation clause of our treaties with other nations we are not bound to give 
their products the benefit of our free list, even though such country may not impose 
any duty on the articles which Mexico has free-listed in our favor; but we would 
be willing to stipulate to give a third power the favor we give Mexico in exchange 
for some equivalent favor not general as towards the rest of the world.” 


* Cf. Repor: on Reciprocity and Commercial Treaties, p. 214. 
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dues of the shipping of each country in the ports of the other. 
The same freedom from tonnage tolls was extended by the 
United States to Bremen by virtue of the conditiona! most- 
favored-nation pledge of the United States-Hanseatic Republics 
Treaty of December 20, 1827, on the ground that there being 
no tonnage tolls on any vessels in the Port of Bremen, equivalent 
compensation had been received by the United States. The 
same concession was extended to Norway and Sweden, on the 
ground that there being no line of American vessels to these 
countries, it could not be presumed beforehand that if American 
vessels did call at ports of these countries, tonnage tolls would 
be imposed!! Under Section 3 of the Tariff Act of 1890, the 
United States imposed special penalty duties on the imports 
from three small Caribbean republics, two of which had most- 
favored-nation treaties with the United States, on the ground 
that these countries levied duties on American products higher 
than the American duties on their products. Unless these 
penalty duties are to be regarded as having been in outright 
violation of American treaty obligations—which position it is 
not difficult to maintain*—it may be held that the free admission 
of the specified products, i.e., the withholding of the penalty 
duties, was a special concession granted to the non-penalized 
countries in return for low duties on American products. This 
free admission, not having been granted gratuitously, could not 
be claimed, therefore, by the penalized countries merely on the 
strength of their right to most-favored-nation treatment.3 On 
this interpretation, it would follow that low duties on Ameri- 
can products established by legislation already long in effect 
and originally enacted in execution of domestic volicy were 
acceptable as compensation equivalent to new and special reduc- 


* 14 Opinions of the Attorney General, 468, 530; 16 Op. 276, 626. 

2 Cf. Report on Reciprocity and Commercial Treaties, pp. 155 ff., 421 ff.; and 
Jacob Viner, Dumping: a Problem in International Trade (1923), pp. 311 ff. 

3 The fact that the United States withheld the free admission of the specified 
commodities, not from all countries levying high duties on American products, 
but only from a few such countries which were not in a position, by their heavy 
purchases of American products, vigorously to retaliate, weakens the force of this 
reasoning. 
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tions of duty granted to the United States by other countries 
with the express purpose of receiving American concessions in 
return. 

A more important instance of the acceptance by the United 
States of general low rates of duty in foreign tariff laws of some 
years standing as equivalent compensation for special American 
concessions is to be found in connection with the operation of 
the ‘contingent duties” which have been a feature of American 
tariff legislation since 1890. These duties are levied on specified 
commodities, but only if these commodities are imported from 
countries which levy import duties on similar commodities 
imported from the United States.. They would unquestionably 
be in violation of unconditional most-favored-nation obligations. 
They can be defended as compatible with conditional most- 
favored-nation obligations only on the ground that the with- 
holding of the contingent duty on imports into the United States 
is a special concession granted in return for compensation, the 
compensation consisting of the admission of the American product 
free, or at rates of duty not higher than the American rates. 
Here again the sole defense available to the United States of its 
practice under these duties is the assertion of the principle that 
privileges freely given to the United States many years before 
the enactment of the American contingent duties are acceptable 
as “‘equivalent compensation.” 

Such in fact was the American defense in the one reported 
case in which the levy of the contingent duties gave rise to diplo- 
matic protest by a foreign country. Paragraph 608 of the Tariff 
Act of 1894 placed salt on the free list, provided, however, that 
the rate of duty levied under the preceding tariff act should be 
collected on salt imported from any country which imposed a 
duty on American salt. Germany collected a duty on salt 
imported from the United States, but she presented a claim, 
nevertheless, for the free entry of her salt into the United States 
by virtue of the most-favored-nation clause in the United 
States-Prussia Treaty of May 1, 1828. The United States, 


* See Paragraphs 369, 371, 1536, 1541, 1543, 1548, 1585, in the Tariff Act of 
1922. 
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following the opinion of Attorney-General Olney, denied the 
German claim? 

The United States concedes “free salt’’ to any nation which concedes 
“free salt”? to the United States. Germany, of course, is entitled to that 
concession upon returning the same equivalent. But otherwise she is 
not so entitled, and there is nothing in the ‘“‘most-favored-nation clause’’ 
which compels the United States to discriminate against other nations 
and in favor of Germany by granting gratuitously to the latter privileges 
which it grants to the former only upon the payment of a stipulated price. 


Incompatibility of conditional and unconditional pledges in 
the same treaty system.—If a country enters into unconditional 
most-favored-nation relations with one or more countries and 
into conditional relations with other countries, it must in practice 
extend unconditional most-favored-nation treatment to all 
treaty countries. If country A, having an unconditional most- 
favored-nation treaty with country B and a conditional most- 
favored-nation treaty with country C, grants to country D con- 
cessions for compensation, it must extend them gratuitously 
to country B. Country C thereupon has a valid claim to the 
extension to itself without compensation of like concessions, 
on the ground that country B was receiving them gratuitously. 
A country which uniformly follows the conditional practice is 
therefore in the advantageous position, in its relations with 
countries following uniformly or in part the unconditional 
practice, of being entitled to receive gratuitously all concessions 
which such other countries grant for compensation without 
being under corresponding obligations itself. 

The United States, as the only country which has uniformly 
followed the conditional practice, has alone been in this enviable 
position of having a valid right to receive unaccompanied by an 
obligation to give! In general, foreign countries conceded this 
right without awaiting demands from the United States. In 
some cases the United States appears to have made no complaint 
when this right was withheld. On at least one occasion, how- 
ever, the United States has insisted upon receiving gratuitously, 


*21 Opinions of the Attorney-General, 80. Cf. also Foreign Relations, 1896, 
Pp. 205-9. 
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by virtue of a conditional pledge, concessions originally granted 
by a foreign country to another foreign country for compensation 
but extended gratuitously to third countries in compliance with 
unconditional pledges:* 

While we do not deny the right of Germany to adopt the same construc- 
tion which controls the action of this Government, it should be remembered 
that whatever construction is adopted it must be applied uniformly to 
all governments whose interests are protected by the like treaty clauses. 
. . . . If the compensatory privileges should be extended to any third 
nation, which has given no special compensation for them, it is evident 
that as to that nation the grant would be gratuitous, and, by the express 
provision of Article XXVI [of the United States-Prussia Treaty of May 1, 
1828], ‘Shall immediately become common to the other party, freely.” ... . 
It is evident that Germany can not apply one construction in her relations 
with this Government and another in her relations with an European govern- 
ment. 


The treaty list of the United States, however, has not been 
completely free from treaties containing the unconditional 
pledge in such unequivocal and unmistakable terms that not 
even the subtlest of legalistic quibbling could make them appear 
other than what they were. The United States—Switzerland 
Treaty of November 25, 1850, contained provisions for immediate 
most-favored-nation treatment, and none of its provisions were 
such as to give any opening for a conditionai construction of the 
treaty. The records of the original negotiations showed that 
Switzerland had refused to consent to the insertion of a condi- 
tional provision and that the treaty had been signed with the 
mutual recognition that it was an unconditional treaty. Upon 
the coming into force of the reciprocity agreement of May 28, 
1898, between France and the United States, Switzerland 
demanded the extension to Swiss goods of the concessions 
made to France in this agreement. After an examination of 
the records of the original negotiations with Switzerland, the 
United States acknowledged the validity of the Swiss claim, 
but it soon thereafter gave notice of denunciation of the most- 
iavored-aation provisions in the Treaty with Switzerland. Upon 


* Secretary of State Hay to ambassador to Germany, 1899, Foreign Relations, 
1899, P. 301. 
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the extension to Switzerland gratuitously of the concessions 
granted to France for compensation, several European countries 
claimed the same privilege. The United States refused these 
claims, on the ground that “the gratuitous grant of the conces- 
sions to Switzerland was to be considered an exception to the 
regular practice of the United States, and would be no longer 
effective after the early termination of the treaty clauses upon 
which the obligation to Switzerland rested.’ 

Treaties of the United States with the Orange Free State 
(December 22, 1871), and Serbia (October 14, 1881), and an 
agreement with Spain (August 1, 1906) also provided in clear 
terms for unconditional most-favored-nation treatment. No 
claims ever appear to have been made by the Orange Free 
State or Serbia on the strength of their treaties. Spain, in 
1909, requested that the reduction of duty on sparkling wines, 
which had been specially granted to France for compensation 
in 1908, be extended to her wines. The United States extended 
this reduction to Spain, in reality gratuitously. But in order 
to save appearances, Secretary of State Bacon notified Spain 
in substance that the extension was granted because the con- 
cessions made by Spain in 1906 in return for American concessions 
not including the low duty on sparkling wines were now found 
to be reciprocal and equivalent of the concessions granted to 
Spain by the United States in 1906 plis this additional conces- 
sion ? 

Concessions made by United States because of conditional 
obligations—The advantages which a country can derive from 
its possession of a pledge of conditional most-favored-nation 
treatment from another country fall into two classes: (1) the right, 
upon offering equivalent compensation, to receive privileges 
extended by the treaty country for compensation to a third 
country; and (2), the right to receive gratuitously privileges 
extended gratuitously by the treaty country to a third country. 

The right to receive, upon the offer of equivalent compen- 
sation, concessions granted to a third country for compensation 
* Report on Reciprocity and Commercial Treaties, pp. 428 ff. 

2 Ibid., pp. 435 f. 
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is of little practical value. The grantor of concessions to one 
country for compensation is itself the judge of the equivalence 
of the compensation offered for the same concessions by other 
countries. If it does not wish to extend its concessions to third 
countries, it need only deny the equivalence of the compensation 
offered. Or it may sometimes do as the United States has done 
in connection with special concessions to and from Cuba and 
from Hawaii—plead “special circumstances” as a justification 
for the denial to third countries of even the opportunity to make 
similar bargains. Moreover, any country which has valuable 
compensation to offer for concessions does not need—and is 
not substantially aided by—the possession of a pledge of condi- 
tional most-favored-nation treatment, in order to strike a bargain 
for a mutual exchange of concessions. 

If the possession of a right to conditional most-favored-nation 
treatment is of value to the possessing country, the value, 
therefore, must reside largely in the right with which it is thereby 
endowed of receiving gratuitously any privileges which the 
pledged country may grant gratuitously to third countries. 
There are two phases to this right: security against wanton 
discrimination, and participation in gratuitous concessions. 
Wanton discriminations against specified countries, however, 
involve gratuitous concessions to all other countries. In prac- 
tice, therefore, it is not necessary to attempt to discover whether 
differential treatment of countries, when not the result of recip- 
rocal exchanges of concessions with some of these countries, 
has as its intent the penalization of the countries unfavorably 
treated or the extension of special privileges to the countries 
favorably treated. In any case, wanton discriminations are 
rare in modern times, and where they occur they are likely 
to be directed only against countries with which most-favored- 
nation treaty relations have been terminated in consequence of 
some tariff or other dispute. 

There have been only a few cases in which the United States 
has given to a foreign country gratuitously, by virtue of its 
right to conditional most-favored-nation treatment, privileges 
which it did not extend by statute to all countries irrespective 
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of their treaty claims. If the cases where the United States 
has accepted what were in fact free gifts as equivalent compen- 
sation for special American concessions are not deemed to fall 
in this class, the only instances have been due to inadvertences 
of American legislation. The Tariff Act of 1842 raised the 
duties on cotton goods, but provided that this increase in duties 
was not to apply to goods shipped in vessels which had left the 
last port of lading eastward of the Cape of Good Hope or beyond 
Cape Horn prior to September 1, 1842. Importers of goods 
shipped from Great Britain prior to this date paid the higher 
duties under protest. A commission to arbitrate claims between 
the two countries, appointed under the Convention of February 
8, 1853, between the United States and Great Britain, decided 
in favor of the claims of these importers, on the ground that the 
most-favored-nation treaty of July 3, 1815, between the two 
countries entitled British imports to as favorable treatment as 
was granted gratuitously to imports from any other country.’ 
A similar ruling was made by the Commission with reference 
to a provision in the Tariff Act of 1824, which increased the 
duties on cotton goods unless they were imported from ports 
or places eastward of the Cape of Good Hope or beyond Cape 
Horn prior to January 1, 1825.7. In both of these instances the 
intent of the legislation was to exempt from the increased duties 
shipments which had left the place of exportation prior to, or 
within a short time of, the enactment of the new rates. The 
British claims would not have been conceded by the United 
States if the dispute had been left to administrative deter- 
mination. 

In the reciprocity arrangement of 1910 with Canada, the 
United States agreed, among other things, that Canadian wood 
pulp and paper should be admitted free of duty if manufactured 
from wood cut on lands not subject to the Canadian provincial 
export restrictions. The arrangement was to be made effective 
in the two countries by concurrent legislation to take effect 
simultaneously. Congress, on July 2, 1911, passed an act rati- 
1 J. B. Moore, International Arbitrations, IV, 3361, 3362. 

* Ibid. p. 3363. 
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fying the reciprocity arrangement, but the act was not to become 
operative until Canada had passed like legislation. Important 
support for the reciprocity arrangement had come from American 
consumers of Canadian pulp wood and newsprint, who desired 
cheap raw materials for their industries. Under pressure from 
these interests, who were not willing to assume the risk that 
Canada would fail to ratify the reciprocity arrangement, the 
section of the Reciprocity Act admitting Canadian pulp and 
paper free of duty was, by exception, made immediately opera- 
tive, irrespective of Canadian action with respect to the recip- 
rocity arrangement. Canada failed to ratify the reciprocity 
pact, but under the provisions of the American act Canadian 
pulp and paper continued to enter the United States free of 
duty. Importers of similar products from a number of European 
countries claimed the benefit of the same privilege, by virtue of 
the rights of these countries to most-favored-nation trea*ment. 
The Court of Customs Appeals ceded the validity of these claims, 
on the ground, mainly, that the privilege extended to Canada 
had been granted freely and without receipt of compensation.” 

The few instances, therefore, in which countries holding con- 
ditional most-favored-nation pledges from the United States 
obtained by virtue thereof any concession from the United States 
without giving in return compensation, or what was held by 
the United States to be compensation, were unintentional on 
the part of the United States and were the consequences of 
inadvertence in American legislation. Even in these cases the 
concessions were not ceded as a matter of course, but were 
yielded only after resort to arbitration or to the American 
courts.” 

* American Express Co. et al. v. United States, and Bertuch & Co. et al. v. 
United States, Court of Customs Appeals, May 12, 1913, Treasury Decisions, 
XXIV, 724 ff. 

? In 1787, or prior to the ratification of the American Constitution, a gratuitous 
concession by the state of Virginia to France of the free admission of French brandies 
imported in French or American vessels was, upon the recommendation of John 
Jay, Secretary for the Department of Foreign Affairs, extended gratuitously to the 


Netherlands, on the strength of its most-favored-nation treaty of 1782 with the 
United States (S. B. Crandall, Treaties, Their Making and Enforcement, pp. 404, 405). 
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CAUSES AND PROBABLE CONSEQUENCES OF THE CHANGE 
IN AMERICAN POLICY 

The preceding study of the manner of operation of the condi- 
tional practice has shown that in the main it served to gain 
for the United States concessions from other countries without 
involving it in the obligation of giving concessions in return. 
From the nationalistic point of view it would appear, therefore, 
that there was nothing less to be desired than the abandonment 
of a traditional policy operating so beneficently for a new and 
untried policy which would enforce upon the United States more 
generous treatment of foreign countries. An examination of 
some phases of American commercial relations with other 
countries will show, however, that conditions were not altogether 
satisfactory from the American point of view and that they 
promised to become less, instead of more, favorable in the near 
future. 

The concessions secured by the United States in the various 
reciprocity arrangements into which it entered were on the whole 
of minor importance; they were often trivial in character. Many 
of these concessions were not special to the United States, but 
at the time of extension to this country were already being 
enjoyed by almost all other countries and would have been 
enjoyed by the United States as a matter of course if it followed 
the unconditional practice. While the United States succeeded 
in a few instances in getting special concessions and in a few 
other instances in securing gratuitously concessions for which 
some other country had originally given compensation, it failed, 
after 1890, with its conditional most-favored-nation practice 
and with its elaborate reciprocity negotiations, to obtain as 
favorable tariff treatment from Continental Europe as a whole 
as was enjoyed by Great Britain with its unconditional practice 
and with no concessions to make in return. France, Germany, 
Russia, Spain, Portugal, Austria-Hungary, Switzerland, Canada, 
have all at times or continuously since 1892 discriminated in 
tariff matters against the United States. France, Spain, and 
Canada are discriminating today. The United States during 
this period has been the one important commercial nation, with 
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the exception since 1918 of vanquished Germany, which has not 
been reasonably certain of being given equality of treatment 
in tariff matters by the rest of the Western world. In most 
cases the reciprocity negotiations with European countries 
secured to the United States no special privileges, but merely 
effected a partial removal of the adverse discriminations to 
which American trade was subjected. The conditional practice, 
instead of operating, as its supporters contended, to gain specially 
advantageous conditions for American commerce, failed to secure 
for it mere equality of treatment with the commerce of other 
nations. 

In earlier years the exports of the United States consisted 
predominantly of agricultural products and raw materials. 
Foreign countries were dependent on the United States for their 
supplies of many of these commodities. They were, therefore, 
little likely to apply discriminatory tariff duties to them. In 
any case, American commercial policy concerned itself but 
slightly with the interests of the producers of agricultural products 
and raw materials, and was directed mainly to the securing of 
a monopoly of the domestic market for American manufactures. 
The United States, moreover, as an important purchaser of the 
manufactured products of Europe, had it within its power vigor- 
ously and effectively to retaliate against hostile European legis- 
lation. 

In the last decades of the nineteenth century, the situation 
began to change to the disadvantage of the United States. 
Manufactured and partly manufactured products acquired 
increasing importance in the exports; foodstuffs and raw materials 
became an increased and steadily growing proportion of the 
imports. European countries, irritated by the repeated refusals 
of the United States to acknowledge obligations under its most- 
favored-nation pledges and by the extraordinary heights to 
which American protectionism was carrying import duties on 
European products, began to denounce their most-favored-nation 
treaties with the United States, to consent to new tariff arrange- 
ments only on a temporary basis, and openly and otherwise to 
discriminate in their customs legislation against American prod- 
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ucts. The attempt of the United States to meet the situation by 
the insertion of elaborate bargaining provisions in its tariff laws 
failed to bring about a substantial amelioration of the situation. 

This state of affairs was for the first time brought forcibly 
to the attention of American statesmen and the American public 
by the Tariff Commission in its Report on Reciprocity and 
Commercial Treaties. President Wilson, guided, it appears, 
by the advice of the Tariff Commission, formally committed 
the United States to the policy of equality of treatment and 
embodied the principle in the third of his famous Fourteen 
Points. At the time a one-sided Brazilian tariff preference to 
American products, established in response to American diplo- 
matic pressure, was, with the possible exception of the reciprocity 
relations with Cuba and some minor preferences, of obscure 
origin, to American products in Haiti and San Salvador, the 
only instance in which the United States was either receiving 
or giving special favors. President Wilson made known that 
the United States would not object to the discontinuance by 
Brazil of its preference to American products. Thus the Ameri- 
can slate was cleaned, and the United States put itself in position, 
in so far as existing circumstances were concerned, to demand 
consistently from all nations equality of treatment for American 
trade. 

Secretary of State Hughes has recommitted the United States 
to the policy of equality of treatment to all, and from all, coun- 
tries. He has taken the further logical step of abandoning the 
conditional most-favored-nation policy which stood in the way 
of the full execution of the equality of treatment policy. The 
makers of policy for the United States have apparently become 
convinced that this country has more to gain from giving and 
insisting upon receiving equality of treatment than it has to lose 
from the surrender of the right to strike special bargains with 
particular countries. Recent American history strongly sup- 
ports the soundness of this belief, and condemns only the tardi- 
ness with which it has been reached. Those who can look 
beyond narrow nationalistic considerations will welcome the 
change in American commercial policy most of all because it 
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will mark an important step toward the establishment of more 
friendly and more generous relations between the United States 
and other countries. 

The practical consequences of the change in policy will not 
be such as to bring about very important changes in the tariff 
relations which have existed between the United States and 
foreign countries in the last few years. The reciprocity treaty 
with Cuba is the only diplomatic arrangement at present in 
effect which impairs the uniformity of the American tariff, and in 
the unconditional most-favored-nation treaties which the United 
States has so far negotiated the relations of the United States 
with Cuba are expressly exempted from the most-favored-nation 
obligations, on the plea of special circumstances. The contingent 
duties in the Tariff Act of 1922, whose compatibility even with 
conditional most-favored-nation obligations is open to serious 
doubt, are unquestionably inconsistent with the unconditional 
practice. Whether the unconditional most-favored-nation 
treaties, assuming that the Senate duly ratifies them, auto- 
matically terminate these duties, i.c., whether most-favored- 
nation treaties are self-executing, is a matter of dispute upon 


which the Supreme Court has never expressed itself. Adminis- 
trative officers,? and lower courts, have, however, conceded the 
self-executing character of most-favored-nation treaties. Con- 


* But compare, Quincy Wright (The Control of American Foreign Relations, 
1922, p. 228) who interprets what on the surface appear to be merely hypothetical 
statements in Bartram v. Robertson, 122 U.S. 116, and Whitney v. Robertson, 124 
U.S. 190, as dicta in support of the self-executing character of most-favored-nation 
obligations. Cf., however, American Express Co., et al. v. United States, Bertuch 
& Co. et al. v. United States, Court of Customs Appeals, May 12, 1913, Treasury 
Decisions, XXIV, 750, where Justice De Vries, in a minority opinion, interprets 
these same statements as explicitly declaring most-favored-nation treaties not to be 
self-executing. 

2 The only instance I can find is the extension by the Treasury Department 
gratuitously to Switzerland in 1898, in compliance with the unconditional treaty 
with that country of November 25, 1850, of the concessions granted for compensa- 
tion to France earlier in the same year (Moore’s Digest, V, 283 ff.). 

3 Taylor v. Morton, 23 Fed. Cases, 784 (1855) most-favored-nation treaty is 
not self-executing; American Express Co., et al. v. United States, Bertuch & Co., 
et al. v. United States, Court of Customs Appeals, May 12, 1913, Treasury Decisions, 
XXIV, 724 ff., most-favored-nation treaty is self-executing. 
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gress, on the other hand, has always insisted upon the necessity 
of express legislative action before such treaties could come into 
actual operation, and “this practice has generally been acquiesced 
in by the other organs of government.’”* The United States, in 
consequence of its change of most-favored-nation treaty practice, 
must give up all hope of negotiating reciprocity agreements 
whereby special concessions are to be exchanged, except in cases 
which permit of the plea that special circumstances take them , 
out of the sphere of most-favored-nation obligations. Since 
European countries have objected both to the conditional prac- 
tice of the United States and to the height of its import duties, 
it is by no means certain that the abandonment of the condi- 
tional practice will of itself serve to secure equality of treatment 
for American trade in other countries. But with a clear slate 
itself, the United States can with easy conscience test the effect- 
iveness of the penalizing device in Section 317 of the Tariff Act 
of 1922 as a means of securing equality of treatment by threat 
of retaliation where it is not given without such threat. 


JAcoB VINER 
UNIVERSITY OF CHICAGO 


t Quincy Wright, op. cit., p. 299. 
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The Control of Wages. By WALTON HAMILTON and Stacy May. 
New York: George H. Doran and Company, 1923. Pp. 
xiv+185. Price $1.50. 

This is the second volume of a series known as “The Worker’s 
Bookshelf,” and developed out of the Amherst classes for workers. 
In it the authors attempt to answer the single question, How may 
wages be increased ? 

First of all, in chapter ii, the authors examine the case against con- 
trol, considering, in order, the business man’s assertion that wages are 
determined by demand and supply, the subsistence theory, the 
wages-fund theory, and the productivity theory. All of these theories, 
they very properly find, contain a very small element of truth or merely 
restate the problem; they fall short of adequacy. Wages, in fact, 
depend upon the prices of labor and the prices of goods, and “the 
factors which determine the size of any wage are many, varied, and 
scattered unto the utmost confines of the economic order” (p. 29). 
These many factors are subject to control, some in lesser, some in 
larger degree. 

A wage may be increased first of all by increasing the wage rate. 
“There are three possible sources of such an increase. These are the 
pecuniary incomes adjacent to the rate of wages (salaries, profits, 
and returns on property), technical improvements in the process of 
production, and changes in the organization of industry” (p. 32). 
“The second way in which any rate of wages may be increased is by 
a reduction in the prices of the goods and services which the laborer 
buys.” “The third and most royal road to a higher wage is an increase 
in the laborer’s free income” (p. 33), including such items as accident 
compensation, health service, the use of parks, and educational 
opportunities. 

Chapters iv to ix are devoted to an examination of each of the 
possible sources just mentioned and to a consideration of how possi- 
bility may be turned into reality. In chapter x the results of the 
analysis are drawn together in “A Theory of Wages.” The practical 
conclusion is that while “there are limits to the conscious control to 
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which these sources of wages will respond,” “the limits themselves 
are not impossible barriers.” “How far the frontier of control can 
be pushed against the barricade of limits only time and persistence 
will show. All the evidence, however, indicates that for a long time 
to come a proper control can extract more and more from these 
sources” (pp. 109 and 110). The last five chapters of the book (xi-xv) 
deal with “a wages policy,” “the division of the value product,” 
“the control of technical efficiency,” “the control of the broader 
economic factors,” and “‘ wages and welfare.” 

The analysis is brilliantly made and the reasoning is sound. The 
authors use the available materials with excellent judgment. The 
instances where facts are not accurately stated (e.g., the number of 
the unemployed, on page 164, and the progress of workers in respect 
to wages with increased production between 1899 and 1920, on page 
146) are relatively few. Conclusions are carefully limited to what the 
facts warrant; the need for careful research to provide the further 
data required for a complete theory is pointed out. At various points 
excellent advice is incidentally given. For example, unions are cau- 
tioned against giving “their attention too exclusively to an acquisitive 
program, to the neglect of the development of technique and organiza- 
tion,” and attention is called to the grave danger that an acquisitive 
program, applied with might, will make for gross injustice between 
different groups of workers. But ,after all, the greatest contribution 
lies in the approach and method employed by the authors. As 
research reveals the facts with reference to institutions and processes, 
these should result in a “functional” theory that will mark a great 
step in advance of what we have had. 

All things considered, The Control of Wages has not been surpassed 
by any American book in the field of economic theory. It should be 
read by every worker in the social sciences and by many others. 
And it will be pleasant reading, for, as regards exposition, the book 
leaves little to be desired. H.A.M 

. A. Mirus 
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American Railroads: Government Control and Reconstruction 
Policies. By Witttam J. CUNNINGHAM, A.M. New York: 

A. W. Shaw Company, 1922. Pp. 405. 
This is the last of three books published in 1921 and 1922 which 
deal with the federal operation of railroads during the war and with 
postwar railroad policies. The other volumes referred to are Dixon’s 
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Railroads and Government (Scribner’s, 1922) and Sharfman’s The 
American Railroad Problem (Century, 1921). All three are good 
books, the difference between them consisting mainly in the somewhat 
different selection of facts chosen for emphasis by the different authors 
and in the greater or less amount of introductory, historical, or 
general matter which the various volumes contain. 

The present book has less general matter than either of the other 
two. Except for two short chapters it begins with the year 1916 and 
closes with the year 1922. Roughly two-thirds of the discussion 
are devoted to the period of government operation, this part of the 
volume being based upon two articles published in the Quarterly 
Journal of Economics of February and November, 1921. The con- 
cluding chapters contain portions of articles written for the New York 
Evening Post in the nature of an annual review of the railroad situation 
such as is published by several of the better financial newspapers. 
There is a lengthy appendix, containing the President’s proclamation 
assuming control of the United States railroad system, the Federal 
Control Act, the Standard Contract, and a reprint of an earlier article 
by the author upon the accomplishments of the United States Railroad 
Administration in unifying and standardizing the statistics of opera- 
tion. The author, during the war, was for a time manager of the 
operating statistics section of the Railroad Administration and is 
naturally interested in the subject of operating statistics. 

The reader will find an admirably clear and condensed narrative 
in Professor Cunningham’s book covering the period of federal opera- 
tion and also independent judgment and criticism of the policies 
followed by the Directors-General. He will further find a rather 
larger number of orders, letters of instruction, extracts from official 
reports, and statistical summaries in this volume than are printed 
in the works of either Dixon or Sharfman. This is consistent with 
the author’s announced policy to discuss federal management from 
the point of view of operating administration. The chapters in 
the book on “Standardizing the Design of Equipment,” on the “Up- 
keep of Physical Property,” and the discussions of labor policies at 
various points throughout the book are exceptionally well done. 
What the author has to say about the financial results of federal 
control is also interesting, although this part of the discussion is 
necessarily inconclusive because of the unsatisfactory character of 
the available information at the time the book was published. Indeed, 
no final accounting is yet possible. 
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Professor Cunningham believes that the assumption of federal 
control over railroads in 1917 was necessary. He thinks that federal 
management produced economies, although he observes that during 
the administration of Mr. McAdoo there was a disposition to magnify 
the extent of saving achieved for political reasons. He is generally 
non-committal, although sometimes critical with respect to the rela- 
tions between the Railroad Administration and its employees. He 
believes that railroad consolidation, to be effective, must be made 
compulsory, and he urges that the Labor Board should be given a 
fair trial. 

The discussion in the text appears to be generally accurate, 
although not always so. On page 31, for instance, the statement is 
made that the original Act to Regulate Commerce (1887) provided 
that the railroads, in time of war, should give preference to the move- 
ment of troops and materials. This is incorrect. The clause in 
question was not introduced until 1906. On page 234 the author 
states that a decision of the Labor Board is not valid unless concurred 
in by one of the members of the Board who is appointed to represent 
the public interest. This is true of disputes with respect to wages 
and salaries of employees or subordinate officials, but not of disputes 
involving grievance rules or working conditions. 

The most numerous inaccuracies in the book consist of small 
mistakes in transcribing quoted passages from laws, reports, etc., 
etc. The differences between the text and the original are usually 
in matters of punctuation and capitalization, but occasionally words 
are misspelled or left out or wrongly inserted, and in one case (in 
section 6 of the Federal Control Act) a whole paragraph is printed 
which has no place in the law as given in the Statutes. These errors 
do not, except in the last-mentioned instance, change the sense of the 
passage cited, but they mar what is otherwise a careful piece of work. 


STUART DAGGETT 
UNIVERSITY OF CALIFORNIA 


The Economic Basis of Public Interest. By REX¥ForD G. TUGWELL. 
Menasha, Wisconsin: George Banta Publishing Company, 
1922. Pp. ix+138. 

This is one of those rare doctor’s theses which attack a question 
of principle and treat it in moderate compass, at the same time making 

a definite contribution. The author searches for the true criterion 
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which marks off certain industries as “affected with a public interest” 
of a particular sort, namely, the public interest which justifies regula- 
tion of service and earnings such as would not be justified under those 
phases of the police power which protect the public health, safety, 
and morals. His inquiry is a broader one than the search for a defini- 
tion of public utilities in the strictly legal sense. 

He examines various theories. First comes Wyman’s monopoly 
theory, which he seems to find appropriate to the public utilities 
proper. He takes up H. H. Hartman’s theory that the regulated 
business is essentially a function of government which a private 
company is allowed to perform. This theory he finds clearly inappro- 
priate to anything but the strict public utilities. Another group 
of theories discussed are those of Adler, Charles K. Burdick, and 
Cheadle, which are similar in that they would consider all business 
as affected with a public interest, or potentially affected, so that 
regulation might be extended over any variety of enterprises. The 
author finds none of these theories wholly adequate to explain the 
real reasons underlying the actual policies of the courts, although 
they may contain important elements of truth. Monopoly is a 
powerful enough reason to justify regulation, but the courts would 
have to find that a given business enterprise is in and of itself a monop- 
oly before they would designate it as of a public character. This 
would leave out of account many cases where the consumer suffers 
from prices which are not competitive, and yet where the producers 
are nominally independent, so that their monopoly power comes from 
their acting in concert—a thing difficult to prove. Wyman’s “Virtual 
Monopoly” may or may not adequately cover these cases; but in 
any case the courts are chary about using the term “monopoly” to 
describe such a condition. On the other hand, the other theories 
include too much, leaving no clear distinction between ordinary 
business and businesses subject to this special kind of regulation. 

Tugwell suggests a different criterion, which would include all 
grades of monopoly power, tangible and intangible, under the heading 
of “‘Consumer’s Disadvantage.”” Wherever the situation is such that 
the consumer does not get the benefits he is supposed to get from 
competition, there a public interest exists which justifies regulation 
of service and prices under that section of the police power which 
gives the state power to protect the purely economic interests of its 
citizens. In trying to designate a many-sided legal principle by a 
single phrase one necessarily faces an almost impossible task of 
definition, a task which requires time and the reactions of many 
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minds before it reaches stable form. It appears to the reviewer 
that Tugwell is very definitely on the right track, but that there is 
much still to be done before the definition of this principle can be 
regarded as satisfactorily established. The author, for the most part, 
takes as his test the actual charging of exorbitant prices or rendering 
of unreasonably poor service. This has one serious difficulty, namely, 
that a court would virtually have to decide a case against a company 
before it could settle the question of jurisdiction. The truer idea is 
contained in some of the cases which Tugwell cites, namely, that the 
business situation is such as to lay the consumer open to extortion by 
removing his usual protections or weakening their force. Thus a 
court might first decide that a business was such that the consumer 
needed protection in order to make sure that no exploitation could 
be practiced, and then investigate each particular instance to see 
whether the consumer was actually being exploited. 

Such studies as this are very useful and there ought to be more 
of them. It should be possible to build up a discriminating picture of 
the different kinds of public interests with which business is affected, 
and of the appropriate types of regulation to which each kind of 
public interest naturally gives rise. For instance, Kansas designated 
all makers of food, clothing, and fuel as affected with a public interest 
for the purpose of maintaining continuous operation. But should 
that lay these businesses open to regulation of prices? In such 
respects as these, much work of inductive definition remains to be 


accomplished. 
J. M. Crark 
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The Stock Market. By S. S. Huresner. New York: D. 
Appleton & Co., 1922. Pp. xv+496. 

Professor Huebner’s latest book is a welcome volume for teachers 
of courses in speculation, investments, and corporation finance. 
He divides the work into four parts: Part I, “Services Rendered by 
the Organized Stock Market”; Part II, “Organization and Operation 
of the Market”; Part III, “Factors Affecting Security Prices and 
Values”; and Part IV, “Legal Principles Governing the Stock 
Exchange Business.” 

Part I contains nothing new, but it presents in convenient form 
the services of continuous market, discounting future business condi- 
tions, short selling, options, and arbitrating. Part II describes the 
procedure of the New York Stock Exchange, including the stock 
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exchange clearing house. Part III discusses the money market, 
manipulation, and business cycles as factors affecting prices of securi- 
ties. Part IV contains much valuable information regarding the legal 
aspects of brokerage. Some useful forms appear in the appendixes, 
and a good bibliography and index complete the volume. 

To the reviewer, Part IV seems to be the most valuable portion 
of the book. It is a genuine service to have brought together the 
more important legal principles connected with speculation in 
securities. 

On the other hand, the material in Part III on the money market 
and business cycles is open to some criticism. Specifically, criticism 
should be made of the following: In chapter xviii statements are 
made that during business depressions bank deposits and cash “pile 
up at an unprecedented rate” (p. 302). It should be pointed out 
that this is true only in a relative way, since deposits decrease in 
actual amount at such periods. Again, in chapter xix, the author 
says that most writers on the subject of trade cycles divide the cycle 
into five stages: depression, revival, new enterprises, intense prosper- 
ity, and liquidation (p. 314). Has it not become almost the universal 
practice to speak of four stages, omitting the new enterprises? 
Then, too, sharp issue would be taken by many economists with 
the following statement: ‘While secondary causes may contribute 
to make economic crises more severe, or to shorten or prolong the 
duration of the same, the real underlying cause is over-speculation 
with borrowed funds, leading to an overextension of our credit 
system” (p. 306). This theory is certainly not the predominant 
view today. In recent writings the view seems to be gaining that 
overspeculation on borrowed funds is a very minor factor and that 
expansion of bank credit for all purposes, including speculation, is 
but one of many major factors in the cycle. 

The discussion of bucket shops in chapter v might well have 
given some attention to “legal bucketing,”’ where the broker actually 
fills the customer’s order but immediately reverses the operation on 
his own account. Thus he never holds any securities, but collects 
his commissions and interest on balances owed him, and has no 
interest to pay out to banks. 

On the whole the work displays a scholarly attitude and a judicial 
temperament in a field where much trash as well as “half-baked” 
propaganda have held sway. 

ALBERT S, KEISTER 
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